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INSPECTOR GENERAL
DEPARTMENT OF DEFENSE
400 ARMY NAVY DRIVE
ARLINGTON, VIRGINIA 22202-2884

December .30, 1991

MEMORANDUM FOR COMPTROLLER OF THE DEPARTMENT OF DEFENSE

SUBJECT: Audit Report on the Merged ("M") Accounts of the
Department of Defense (Report No. 92-028)

This audit report is provided for your information and
comments. It addresses the validity of obligations in DoD's
Merged ("M") Accounts. The report summarizes the results of
audits at three Defense agencies and the Services. We concluded
that DoD's "M" accounts were materially misstated, and that
requests for restorations from the Treasury were not always
necessary.

The report was prepared in response to the National Defense
Authorization Act for FY 1991. The Act requires that the
Secretary of Defense submit a report to Congress not later than
December 31, 1991. We request your comments on this final audit
report by February 19, 1992.

The courtesies extended to the audit staffs of DoD and the
Services are appreciated. If you have any questions about this
-audit, please contact Mr. Terry L. McKinney at (703) 614-1692
(DSN 223-0430) or Mr. Richard B. Bird at (703) 693-0476 or (DSN
223-0476). The planned distribution of this report is listed in

Appendix K.
Robert J. Lieberman
Assistant Inspector General
for Auditing
Enclosure

cc: Assistant Secretary of the Army (Financial Management)
Assistant Secretary of the Navy (Financial Management)
Assistant Secretary of the Air Force (Financial
Management and Comptroller)






Office of the Inspector General

AUDIT REPORT NO. 92-028 December 30, 1991
(Project No. 1FE-3001)

AUDIT REPORT ON MERGED ("M")
ACCOUNTS OF THE DEPARTMENT OFF DEFENSE

EXECUTIVE SUMMARY

Introduction. This is our final report on the Audit of Merged
("M") Accounts of the Department of Defense, provided for your
information and use. Responses to reports prepared by the
Assistant Inspector General for Auditing, DoD, and the Service
audit agencies, and to the draft of this report, were considered
in preparing this report. The Office of the Assistant Inspector
General for Auditing, DoD; the Army Audit Agency; the Naval Audit
Service; and the Air Force Audit Agency performed the audit
between January and July 1991 as required by Public Law 101-510,
the National Defense Authorization Act for FY 1991. The primary
audit objective was to determine the validity of unliquidated
obligations in DoD's "M" accounts as of November 4, 1990. We
also reviewed the DoD Components' requests for restorations to
the "M" accounts, provided for by the Act.

Audit Results. The overall conclusion of the audit was that "M"
account balances as of November 4, 1990, were materially
misstated. The accounts were inadequately managed and vulnerable
to abuse, as shown by the Services' unsupported requests for

restorations. The DoD Comptroller reported a balance of
$18.8 billion in "M" accounts as of November 30, 1990 (see
Appendix B). Using statistical sampling techniques, we reviewed

$16.1 billion, or 86 percent of the reported balance. Our review
showed that only $8.1 billion, or 50 percent of the obligations
was valid. The remaining $8 billion was invalid and should be
deobligated (see Appendices C and D). The dissolution of "M"
accounts by the Congress should improve the accounting structure
and accuracy of accounting for funds within DoD.

o} The audit disclosed several reasons why reported
obligations in DoD's accounting records do not accurately reflect
the status of accounts. Air Force departmental records
understated obligations by $649.1 million. We noted $1.8 billion
of "M" vyear undistributed Treasury disbursements. The DoD
accounts had about $1 billion in recorded negative obligations.
Negative balances were caused by improperly posted disbursements
and possible duplicate payments. Additional funds may be needed
to cover negative unliquidated obligations if they have been
properly posted.



o Several appropriations were overdisbursed. The National
Guard and Reserve Equipment, Marine Corps; the Reserve Personnel,
Navy and Air Force appropriations; and the Research, Development,
Test and Evaluation (RDT&E), Defense Agencies appropriation were

overdisbursed and had not been corrected. The Marine Corps
appropriation had a negative balance of $2.4 million. The
Reserve Personnel, Navy appropriation had a negative balance of
$1.3 million. Similarly, the Reserve Personnel, Air Force

appropriation was overdisbursed by $1.6 million. For FY 1990,
the "M" year appropriation for RDT&E, Defense Agencies and the
Air Force subaccount had yearend negative balances of
$56.8 million and $39.4 million, respectively. Most of the
overdisbursed obligations were attributed to incorrect posting
and undistributed Treasury disbursements that had not been
corrected.

o The Treasury guidance provided for restorations to cover
obligation adjustments that occurred between October 1 and
December 5, 1990. After DoD Comptroller disapproval of an
initial request for excessive restorations, the Components
requested restorations of about $2.4 billion to comply with bona
fide need guidelines issued by the Office of the Secretary of
Defense. Our review of restorations showed that over half of the
restorations requested were unsupported or were for obligations
not incurred or recorded in accounting records during the period
for which the Treasury provided. We found that only
$846.5 million should have been restored under the Treasury
guidelines. The DoD Comptroller approved a final restoration of
$1.7 billion from DoD's $31 billion merged surplus fund of the
Treasury. Approved restorations were based on additional
documentation submitted by the Services and included funds to
cover obligations unrecorded in accounting records, and
obligations incurred before October 1990 or after December
1990. The Comptroller also directed, however, that controls be
established to ensure the prudent use of the funds. We are quite
concerned that the official DoD accounting records were
considered so inaccurate that the Comptroller felt it necessary
to request restorations to cover obligations identified by the
Military Departments through means other than the official
accounting records.

Potential Benefits of Audit. Recommendations in this report, if
implemented, will result in compliance with regulations and
improved economy and efficiency of operations. By limiting
restorations to valid obligations recorded in official accounting
records, $.9 billion of the restored funds would not be used (see
Appendix 1I). We believe that sufficient funds are currently
available to the Components through deobligation of invalid
balances to cover any additional obligation requirements. The
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supplementary audit reports listed in Appendix H give details of
additional monetary benefits from the deobligation of "M" year
funds.

Summary of Recommendations. Recommendations contained in this
report will contribute to compliance with current laws and
regulations. We recommend that the Comptroller of the Department
of Defense deobligate accounts with unsupported or invalid
balances; that accounts with negative balances not be canceled,
but converted to receivables; that Treasury restorations be
withheld pending full justification and approval of unrecorded
obligations; and that no restorations be made to overdisbursed
accounts until the accounts are balanced or formal antideficiency
reviews are completed. We also recommend that the Comptroller
begin a program to reduce DoD's unmatched disbursements, and
require antideficiency reviews for overdisbursed appropriations;
that the Air Force's departmental records be corrected to match
field activity records; and that the Air Force Systems Command
reverse all improper accounting adjustments identified in this
report.

Management Comments. The Deputy Comptroller (Management Systems)
of the Department of Defense generally agreed with our
findings. The Deputy Comptroller disagreed with our comments on
the DoD restorations of funds from the Treasury. The areas of
disagreement are the time frames during which valid obligations
should be restored and the propriety of using restorations to
fund obligations that are not supported by official accounting
records. The Deputy Comptroller partially agreed with our
recommendations. See page 21 for our Summary of the Deputy
Comptroller's comments and the reasons we feel some restorations
were not appropriate.

iii
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PART I - INTRODUCTION

Background

Merged ("M") Accounts were established in 1956 so that
agencies could pay obligations associated with activities for
which no current unexpired appropriations existed. Two years
after an appropriation expires, the remaining obligated portion
of the appropriation is merged 1into an account with other
unliquidated obligations that remain available wuntil the
obligations are 1liquidated. "M" account balances can be
supplemented to meet upward adjustments in obligations by using
unobligated portions of DoD's lapsed appropriations that have
been returned to the Treasury of the United States. Congress
increased its oversight of these accounts in 1989. The National
Defense Authorization Act (the Act) of FY 1991 will phase out
merged accounts by establishing a transition period. All
obligations that lapsed in 1983 or earlier were to be canceled by
March 6, 1991. All remaining unliquidated obligations will lapse
after 5 years and will be canceled at the end of each fiscal
year. Current appropriations will not 1lapse but will remain
available for upward adjustments for 5 years. Additional upward
adjustments made after the expiration period must be paid from
current funds. Pertinent sections of the Act are included in
Appendix A.

DoD had the authority to restore funds that had not been
obligated, but had been withdrawn into the Treasury merged
surplus authority accounts. These funds could be restored to the
"M" accounts for the payment of upward adjustments to obligations
that were previously incurred. The Act also provided for a
one-time restoration of lapsed funds from the Treasury merged
surplus to cover obligation adjustments that occurred between
October 1 and December 5, 1990. DoD's initial restoration
request was for $2.9 billion. This amount was reduced to
$2.4 billion after the Comptroller of the Department of Defense
challenged the initial request. The Comptroller later approved a
restoration of $1.7 billion. Additional information is provided
in the Results of Audit section, Part II.

Objectives

The National Defense Authorization Act for FY 1991,
Section 1406, requires an audit of each merged account within DoD
established under United States Code, title 31, sec. 1552(a).
For each merged account, the audit should identify:

o the account balances as of November 4, 1990;



o the amounts required to meet valid obligations and the
amounts considered to be no longer valid;

o the sources and amounts of funds by fiscal year;

o the average length of time funds have been obligated;
o the average size of an obligation; and

o the object classification of each obligation.

Our primary objective was to determine the validity of
obligation balances in merged accounts established by the
Department of Defense. During the audit, we were asked by
Congressman Andy Ireland to review the status of restorations of
funds from the Treasury. Accordingly, a secondary objective of
the audit was to determine the validity of DoD's requests for
restorations from the merged surplus fund of the Treasury.

Scope

The scope of this financial related audit was set by the
National Defense Authorization Act for FY 1991. Since DoD's
automated accounting systems could not provide midmonth data, to
establish the value of "M" accounts, our results were adjusted to
reflect month-end data for November 1990. The Office of the
Inspector General, Department of Defense (IG, DoD), Assistant
Inspector General for Auditing, audited three Defense agencies,
reviewed restoration requests for all DoD Components, and managed
the joint audit. The Defense agencies audited were the Defense
Advanced Research Projects Agency (DARPA), the Defense Logistics
Agency (DLA), and the Defense Mapping Agency (DMA). The audit
agencies of the Army, the Navy, and the Air Force reviewed their
respective Services. Collectively, we issued 46 audit reports
(see Appendix H). Copies of these reports can be obtained by
contacting the addressees listed in Appendix H.

During the audit, the IG, DoD, and Service audit agencies
visited 211 locations. These locations included the Office of
the Comptroller, DoD; 4 Defense Finance and Accounting Service
(DFAS) Centers; 19 major commands; 155 finance and accounting
offices; and 32 DLA contracting activities. Appendix J lists the
activities visited or contacted. The audit was conducted between
January and July 1991.

Limitations. We did not evaluate internal controls, the
propriety of obligations, the reliability of computer-processed
data, or the implementation of the Federal Managers' Financial
Integrity Act. We reviewed the financial statements and
supporting documentation for balances of unliguidated obligations
in merged accounts.




The Inspector General, DoD, Inspection Report No. 90-INS-05,
"Department of Defense Merged Accounts," issued March 22, 1990,
reported significant internal control weaknesses in the
management of DoD's merged accounts. These weaknesses included
inadequacies in oversight, review, reconciliation, accounting
data, and documentation. Due to the work required to verify the
balances in merged accounts, we did not identify specific causes
of all the deficiencies noted during the audit. However, we
believe that the inspection report accurately describes existing
conditions and related causes.

Auditing standards. The audit was made in accordance with
auditing standards issued by the Comptroller General of the
United States as implemented by the IG, DoD.

Sample Selection Criteria

As of November 30, 1990, DoD's "M" accounts had a balance of over
$18.8 billion. Appendix B shows the "M" account balances by
appropriation and Component. Our audit concentrated on Defense
Procurement; Defense Operation and Maintenance (O&M); and Defense
Research, Development, Test and Evaluation (RDT&E). These
appropriations totaled $17.3 billion, or 92 percent of DoD's
"M" account balances. Because of Navy and Air Force adjustments
discussed Dbelow, we made our statistical projections to
$16.1 billion, or 86 percent of the total "M" account balance.
Of the $16.1 billion, our sample included obligations of
$5.2 billion (32 percent).

We statistically selected 3,183 unliquidated obligations for
review. Each Service audit agency selected its own sample, but
a stratified three-stage cluster was generally used to select our
sample. In the first stage, major commands or Defense agencies
were selected. In the second stage, finance and accounting
activities were selected by major geographic location. During
the third stage, all unliquidated obligations were stratified by
dollar amounts and specific obligations were randomly selected
for review.

Navy sample. Navy auditors differed slightly in their
sample approach. Their sample was selected directly from the
Navy's centralized Standard Accounting and Reporting Systems
(STARS). However, data on the Navy Shipbuilding and Conversion
appropriation for FY's 1980-1984 were inadvertently excluded from

the sample. These data, supporting about $1 billion 1in
obligations, were not provided to the auditors due to an
oversight. We adjusted the amount in the DoD "M" account to

compensate for the exclusion. To fully comply with the intent of
Public Law 101-510, the Navy auditors are currently reviewing



unliquidated obligations associated with the $1 billion. They
will issue a separate report when their review is complete.

Air Force sample. During the audit, the Air Force auditors
found $220 million relating to six obligations that they could
not determine to be valid or invalid. Instead of classifying
them as invalid, the auditors deleted these line items from the
sample. Accordingly, we adjusted DoD's "M" account balance (our
universe) by $220 million.

Prior Reviews

Both the General Accounting Office (GAO) and the Inspector
General, DoD, have examined merged accounts.

GAO reviews. GAO has recently issued four reports
pertaining to DoD's "M" accounts:

o "Expired Appropriations: New Limitations on
Availability Make Management by DoD Essential," GAO Code
No. 392526, March 1991;

o "Financial Reporting and Internal Controls at the Air
Force Systems Command," GAO/AFMD-91-22, January 1991;

o "Lapsed Accounts: Army, Navy, Air Force 'M' and
Merged Surplus Authority Account Balances," GAO/NSIAD-90-170, May
1990; and

o "Air Force Records Contain $512 Million in Negative
Unliquidated Obligations," GAO/AFMD-89-78, June 1989;

The GAO reports documented a large increase in the use of DoD
merged surplus authority and recommended that management
strengthen restoration procedures by monitoring the reasons for
increased payments to contractors. DoD is implementing these
recommendations.

Inspector General, DoD. During 1990, the 1IG, DoD,
Inspection Report No. 90-INS-05 identified 13 areas in which
management should improve the fiscal control and management of
merged accounts. These problem areas included:

o systemic problems with reconciliation and validation,
oversight, and policy;

o inaccurate unliquidated balances because of the
inclusion of credit unliquidated obligations;

o inadequate or inconsistent reviews;



o lack of command emphasis and routine quality
assurance; and

o 1inadequate accounting data because of weak internal
controls and poor recordkeeping.

Management agreed with the report but did not make sufficient
resources available to ensure corrective actions in all cases.
We observed similar problems; however, we also noted that DoD
finance and accounting personnel were working towards compliance.






PART I1 - RESULTS OF AUDIT

Valid/invalid obligations

DoD's "M" Account balances were materially misstated. "M"
account balances presented an inflated picture of DoD's
unliquidated obligations. Using statistical sampling techniques,
we determined that only $8.1 billion, or 50 percent of the "M"
accounts reviewed ($16.1 billion), represented valid
obligations. The remaining $8 billion in obligations was invalid
and should be deobligated (see Appendices C and D). Details
follow:

STATUS OF DOD'S "M" ACCOUNTS

Reported Amounts
Nov 30, 1990
balance Reviewed Valid Invalid

(S millions)

Army $ 3,530 S 3,326 $2,425 $ 901
Navy 8,319 6,501 2,871 3,656
Air Force 6,440 6,056 2,721 3,335
Defense 528 178 62 116

Totals $18,817 $16,061 $8,079 $8,008

From the $18.8 billion reported balance, our audit concentrated
on major subaccounts of Defense Procurement; Defense Operation
and Maintenance (0O&M); and Defense Research, Development, Test
and Evaluation (RDT&E). These accounts totaled $17.3 billion.
The $17.3 billion was then adjusted by $1.22 billion. Navy data
omitted $1 billion in the Navy Shipbuilding and Conversion
appropriation; data on these funds were not provided to the
auditors. Similarly, we excluded $220 million in appropriations
that could not be reconciled by Air Force auditors. Using
statistical techniques, we reviewed $16.1 billion of the
$18.8 billion reported to the Treasury. Our sample included
3,183 obligations amounting to $5.2 billion. Obligations with
both positive and negative balances were reviewed. Of the
$5.2 billion, we determined that $2.9 billion was valid and
$2.3 billion of reported obligation balances was invalid (see
Appendix C). Of the invalid obligations, $556 million had been
paid but not posted to DoD accounting records. Since these funds
had been expended, they were not considered available for
reobligation. We considered unliquidated obligations to be
invalid when:



o balances were not supported by adequate documentation;
o disbursements were improperly posted;

o no disbursements had been made from the account during
the last 2 fiscal years, and there was insufficient documentation
to review the unpaid balance in more detail;

o final payment had been made or funds were no longer
required, and the remaining balance had not been deobligated; and

o the paying office had made disbursements, but the finance
and accounting office had not posted the disbursements by
November 4, 1990.

Invalid obligations, both large and small, existed throughout DoD
for a number of reasons. Of the 3,183 obligations reviewed, we
found that 1,490 were wvalid, 1,232 were invalid, and 461
contained both wvalid and invalid amounts. Many of the
obligations were invalid for multiple reasons. Of the invalid
obligations, 466 were not supported by adequate documentation.
For example, at one audit location an unliquidated balance of
$259,590 could not be supported because the file contained only
the original FY 1987 obligating document for $690,000. At this
location 100 items totaling $1.3 million were reviewed. For 18
of the 100 items, we did not find supporting documentation in the
contract files, accounting files, or disbursing files.

We found that 700 obligations were invalid because disbursements
had been improperly posted. For example, one obligation reviewed
had a negative balance of §$226,321. For this obligation, we
found disbursements of $407,000 that should have been posted to
another contract. The obligation had a positive balance when the
postings were corrected.

For 153 obligations, no disbursements had been made in the last 2
fiscal years, and there was insufficient documentation to review
the unpaid balances in more detail. At one installation, an
obligation of $312,437 had no disbursements posted since October
1984.

We found that 547 obligations existed for contracts that were
closed or about to be closed; funds were no longer required for
these contracts. One location visited had a contract with an
unliquidated balance of $1.8 million, although we found a final
bill for $346,000. The remaining $1.4 million had not been
deobligated. At another audit location, about $17 million was no
longer valid; however the finance and accounting office had not
received the appropriate documents to deobligate the funds.



For 475 of the invalid obligations, payments had been made and
the finance and accounting office had not posted these
payments. A contract at one location had a balance of $82,840;
however, we found disbursements of $76,987 that had never been
posted. Therefore, only $5,853 remained available for payment.

Issues Related to the Validity of Account Balances

The audit disclosed that the accounting and finance data within
the Defense community were not accurate. We found that a
significant number of negative obligations existed, billions of
dollars in disbursements had not been matched to obligations, and
four appropriations may be in violation of the Antideficiency
Act, U.S.C., title 31. Due to the nature of the "M" accounts and
loss of fiscal-year data, posting the accounting data is
difficult, and the potential for problems increases. After
balances are merged, payments are difficult to match with
supporting obligation balances, and accounting personnel have
difficulty in matching disbursements to obligations. The
following deficiencies were common to the accounting records
reviewed.

Negative unliquidated obligations. We reviewed unliquidated
"M" ‘accounts obligations with negative balances of about
$1 billion. The unliquidated obligation balances were computed
by finance and accounting personnel using the value of recorded
obligations less posted disbursements. When disbursements are
made without determining if a valid obligation exists, the result
is often an overdisbursed condition.

Army. During our review of Army's obligations, we
omitted all negative balances from our sample. We were told that
the negative Army accounts consisted primarily of progress
payments on contracts and had been compensated for. The total
value of the Army's negative accounts was undetermined; however,
we found $525 million at the locations we visited.

Navy. In the Navy, we found $136.6 million in negative
obligations out of $3.7 billion in unliquidated obligations

reviewed. Of the negative obligations, we randomly selected
$85.5 million for further review. Our review showed portions of
the obligations to be positive. A net total of positive

$2.4 million was found to be valid, and a net total of negative
$87.9 million was invalid.

Air Force. The Air Force sample included $237 million
in negative obligations out of $977.1 million in obligations
reviewed. At Los Angeles Air Force Base, one contract line item
had a negative balance of over $52 million. The status report



from the paying office showed a zero balance; however, a
$49 million adjustment had not been posted to Air Force
accounting records. We could not determine from available
documentation the rationale for the remaining $3 million negative
balance. The entire $52 million was considered invalid, based on
the paying office's reported balance.

Defense agencies. Of the three Defense agencies
reviewed, DARPA had the largest number of accounts with
significant negative balances. The DARPA universe was valued at
$46.2 million. DARPA's accounts contained $87.5 million in
positive obligations and $41.3 million in negative obligations.
Reviews of individual accounts showed numerous line items with
negative balances. For example, DARPA accounts at Los Angeles
Air Force Base contained a negative unliquidated obligation
balance of $4.9 million. Research showed that payments had been
posted to the wrong fiscal year, resulting in a negative
unliquidated obligation. DLA had $5.8 million in negative
obligations, and DMA had none.

Negative balances distort the total "M" account balance and may
be caused by unrecorded obligations, incorrectly coded or
duplicate payments, or incorrectly posted accounts. "M"
accounts, including those with negative balances, are to be
canceled by the end of FY 1993. We believe that accounts with
negative balances should not be written off without
reconciliation; instead, these accounts should be treated as
receivables, since they may have been caused by overpayments and
may contain refunds due to the U.S. Government. For example,
when one item with a negative balance of $54,100 was reconciled,
we found that a payment of $14,700 had been erroneously posted to
the account three times, and a $10,000 payment was posted against
the item although it belonged to another 1line item. Another
example showed a negative balance of $2.8 million. Causes
included a duplicate payment of $22,000, refunds of $170,000 that
were never posted to the account, and a negative unliquidated
obligation of $2.7 million that was valid, confirming that the
contract line item was overdisbursed.

Undistributed disbursements. Undistributed disbursements
are defined by the "Department of Defense Accounting Manual", DoD
Directive 7220.9-M, dated August 31, 1990, as "the differences
between disbursements reported to the operating level by the
finance network and those disbursements accepted by the operating
level." As of November 1990, the Treasury reported $2.3 billion
in unreconciled check payments and reconciliations for DoD
accounts over 180 days old. Although the Treasury report did not
identify the payments by fiscal year, we believe that most of
these unreconciled payments were "M" account transactions and
contributed to DoD's problems with undistributed disbursements.
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The "Treasury Financial Manual for Guidance of Departments and
Agencies," Volume 1, July 5, 1991, states, "Agencies are required
by OMB Circular No. A-11 to bring their budget submissions into
agreement with data to be published by the Budget Reports Branch
in the U.S. Government Annual Report." To help DoD agencies meet
this requirement, the Comptroller of the Department of Defense
maintains a line item for an undistributed figure in its
subsidiary ledger. This figure is the difference between what
the Treasury reports as disbursed and what DoD reports as its
expenditures against allotted appropriations. The figure is
"plugged" to make the balances agree. Undistributed
discrepancies exist for several reasons.

o Accounting offices are responsible for monitoring
and making payments, but may not have the authority to issue
their own checks. Therefore, they rely on neighboring disbursing
offices to provide this service. Payment data must then be
returned to the responsible accounting office after the check is
issued. However, payment data are not always returned.

o DoD has no standardized automated system and
procedures for accounting and disbursing. When a disbursing
activity makes payments for an accounting activity, manual
processing of paid vouchers and mailing printed copies takes

time. Central finance and accounting offices process the
vouchers before mailing them to the finance and accounting
activities at installation level. If paid vouchers contain

incorrect accounting data, the process takes longer; in some
cases, the voucher is never identified to the proper activity or
account.

o The Defense Finance and Accounting Service relies on
data provided by Defense Contract Management Area Offices

(DCMAO's). The DCMAO's are contract support activities which
administer DoD's largest contracts, usually without access to
official accounting records. Payments are often posted
incorrectly. At least $1.8 billion in undistributed and

cross—-Service (funds obligated by one DoD Component and paid by
another) "M" vyear disbursements had not been posted to DoD
accounts. For example, a comparison of DCMAO and finance and
accounting records showed that one contract 1line item was
overdisbursed by $4.8 million, and contained an additional
$1.1 million in disbursements that had not been posted to

accounting records. We noted $521 million in unmatched
transactions for the Defense agencies reviewed. The Army had
$769 million in unmatched disbursements. The Navy's invalid

obligations included over $514 million in undistributed
disbursements. Air Force auditors did not consider undistributed
disbursements during their review; however, our subsequent review
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of the Air Force's Treasury restorations showed that about
$43 million in undistributed and in-transit payment adjustments
exist.

The existence of $1.8 billion in undistributed disbursements
greatly reduces the integrity of financial systems and makes the
DoD's $18.8 billion in merged accounts questionable.

Overdisbursed appropriations. The audit showed that four
appropriations (Reserve Personnel, Navy 17M1405; National Guard
and Reserve Equipment, Marine Corps 97M0350B; Reserve Personnel,
Air Force 57M3700; and Research, Development, Test and
Evaluation, Defense Agencies 97-0400) were overdisbursed as of
November 30, 1990. The significance of a negative
(overdisbursed) account balance is that it appears to be a
potential violation of the Antideficiency Act, U.S.C., title 31,
sec. 1341. DoD Directive 7200.1, "Administrative Control of
Appropriations" implements the Antideficiency Act. The Directive
states, "An officer or employee of the United States Government
or of the District of Columbia government may not make or
authorize an expenditure or obligation exceeding an amount
available in an appropriation or fund for the expenditure or
obligation." Although the Directive requires activities to
submit interim reports on suspected or apparent violations,
potential antideficiency violations were not reported. Neither
the Navy, the Marine Corps, Washington Headquarters Services, nor
the Air Force initiated formal 1investigations to resolve
discrepancies.

Navy appropriations. Two Navy accounts were over-
disbursed. The Reserve Personnel, Navy appropriation had a
negative balance of $1.3 million. The negative balance was due
to erroneous disbursements processed during November 1990. The
account was reconciled in December 1990. The subappropriation
for National Guard and Reserve Equipment, Marine Corps, was
overdisbursed by $5.99 million. Navy finance and accounting
officials told us that the negative unliquidated obligations were
due to erroneous disbursements. We were informed that although
some progress 1is being made, the Marine Corps has been unable
reconcile all erroneous disbursements. As of July 1991, this
account was still overdisbursed by $2.37 million.

Air Force appropriations. The Reserve Personnel,
Air Force appropriation was overdisbursed by $1.17 million as of
November 30, 1990. We did not review Reserve and National Guard
appropriations because of their small size. However, we were
told by representatives at DFAS-Denver Center that the problem
had not been resolved and June 30, 1991, accounting data showed a
negative balance of $1.6 million.
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Defense Agencies appropriations. The Defense Agencies'
Research, Development, Test and Evaluation (RDT&E) appropriation
was also overdisbursed. Our review of the merged appropriation
for Research, Development, Test and Evaluation (97-0400) showed a
negative balance of $56.8 million as of September 30, 1990. This
appropriation had a month-end negative balance of $30.1 million
in November 1990. On July 31, 1991, the appropriation showed a
$58.05 million negative balance on Line 13, Total Obligated
Balance, of the "Budget Execution Report," DD Form 1176.

Treasury regulations did not allow the RDT&E appropriation for
FY 1987 to be merged into the "M" year appropriation because of
the negative balance. The account custodian maintained that
obligations were sufficient in FY 1987 to cover both FY 1987 and
"M" year accounts, and that the accounts should be combined. It
was our opinion that the combining of unreconciled accounts would
only disguise the larger existing problem.

We believe the Defense Agencies' RDT&E appropriation was
overdisbursed because:

o the Air Force's subappropriation for RDT&E
(97-0400-1102) was closed in FY 1990 with an "M" year negative
balance of $39.4 million.

o overdisbursements in other subaccounts reduced the
appropriation's overall net balance available to cover
obligations.

o as of November 1990, unmatched disbursements
amounting to $218 million were charged against the total RDT&E

appropriation, which had not been reconciled. These
disbursements could represent improper charges or duplicate
payments made to vendors. When the $218 million is subtracted

from the $187.9 million available for unliquidated obligations, a
negative $30.1 million results, causing the appropriation to
close with a negative balance.

Air Force RDT&E Subappropriation. The Air Force's
merged appropriation for RDT&E (97-0400-1102) closed in FY 1990
with a negative balance. The Air Force representatives at the
DFAS-Denver Center stated that the reason for part of the
$39 million negative balance was a delay in correcting a
$24.5 million refund that was posted incorrectly. We obtained
documentation for the $24.5 million refund at Hanscom Air Force
Base and provided it to DFAS personnel to use in correcting a
portion of the balance.

Air Force personnel also said that a contract at the Electronic
Systems Division, Hanscom  Air Force Base, caused its
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appropriation and the Defense Agencies' appropriation to appear
overdisbursed. As of October 15, 1991, the contract had
obligations of $383.6 million and was funded by multiple
appropriations. We did not reconcile the contract because of its
large size and our deadline restrictions, and because DFAS was
reconciling it.

DFAS-Columbus Center has contracted with the accounting firm of
Coopers & Lybrand to reconcile contracts from the various DCMAO's
now being consolidated at DFAS-Columbus Center. At the time of
our audit, the Hanscom contract was under review. Resolution of
the entire contract is still pending. However, we were told that
modifications are being issued to correct errors in posting
obligations. Work cannot be completed on disbursements until all
supporting documentation is located. It appeared that the Air
Force portion of the appropriation is overdisbursed because
payments have been charged to incorrect fiscal years, while other
appropriations have large remaining unliquidated balances.

As of August 31, 1991, Air Force financial statements showed the
unmerged RDT&E account for FY 1987 to be overdisbursed by
$16 million. The "M" vyear account needed $23 million in
restorations to balance the account. The Comptroller of the
Department of Defense approved only $7 million in restorations
for the entire RDT&E Defense Agencies appropriation.

Potential for increased violations. In the past,
potential violations of the Antideficiency Act were not readily
visible in "M" year accounts. Previously, the law gave agencies
access to the merged surplus funds of the Treasury so that they
could restore funds at the end of each fiscal year to cover
upward adjustments to "M" year obligations. The new legislation
(the Act) does not allow this. Unmatched disbursements and
negative obligations can no longer be covered by Treasury
restorations. Unmatched disbursements continue to be charged
against the total account balance, while offsetting obligations
are canceled annually as prescribed by the Act. Consequently,
the potential has increased that appropriations may close with
negative balances in the future. Treasury regulations prohibit
appropriations from being merged into "M" accounts while carrying
negative balances. Since the Act has dissolved "M" accounts,
these balances must now be shown as negative balances. This may
increase the number of Antideficiency Act violations as "M" year
unliquidated obligations are canceled and accounts are closed in
FY 1993. To avoid this, DoD must reduce the negative obligations
and undistributed disbursements in its accounting records.
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Restorations

Restorations requested by DoD's Components were not supported by
official accounting records. The  Components initially
requested restorations of $2.9 billion of the $31 billion in
available merged surplus funds of the Treasury to comply with
bona fide need guidelines issued by the Comptroller of the
Department of Defense. Our review of restorations showed that in
many cases the request were not supported by obligations recorded
in accounting records during the period for which applicable
guidance provided. We found that only $846 million should be
restored.

The National Defense Authorization Act, Public Law 101-510,
Section 1405(b)(3), canceled all Treasury merged surplus
authority effective December 5, 1990. The implementing Treasury
guidelines allowed the Services to restore funds for obligation
adjustments that occurred between October 1 and December 5,
1990. The Treasury required that a certified report be provided
by April 15, 1991, listing the total amounts to be restored and
obligations canceled. The Services provided the following data
as of December 31, 1990.

INITIAL DOD REQUESTS FOR RESTORATIONS
AND REPORTS OF CANCELLATIONS

Canceled,
FY 1983 and prior
Restorations years

Army $ 508,740,000 $ 241,360 000
Navy 619,590,000 1,188,670,000
Air Force 1,684,730,000 85,250,000
Defense agencies 56,900,000 22,420,000
Totals $2,869,960,000 $1,537,700,000

We met with Comptroller of the Department of Defense officials
and expressed our concern that the large amounts requested may
not be justified. The Deputy Comptroller for Management Systems
concurred and asked the Treasury to withhold all DoD restorations
pending review of the requests. Based on the review, the DoD
Components submitted revised requests for restorations and
cancellations. Overall, the Components decreased their requests
for restorations by about $420 million and increased their
cancellations by about $340 million. Details are:
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REVISED DOD REQUESTS FOR RESTORATIONS AND REPORTS OF

CANCELLATIONS
Canceled,

FY 1983 and prior

Restorations years
Army $ 484,760,000 $ 296,340 000
Navy 619,590,000 1,171,440,000
Air Force 1,299,620,000 364,560,000
Defense agencies 46,000,000 45,490,000
Totals $2,449,970,000 $1,877,830,000

The difference between cancellations and restorations was
$572 million. Accordingly, the two almost offset each other.

The Principal Deputy Comptroller of the Department of Defense
approved a final restoration of $1.7 billion, which included
funds to cover obligations unrecorded in accounting records and
obligations incurred before October 1 or after December 5, 1990.

DOD COMPONENTS' RESTORATIONS

Supported by Approved by
audit DoD Comptroller
Army $ 372,890,000 $ 415,730 000
Navy 312,850,000 361,570,000
Air Force 143,920,000 901,110,000
Defense agencies 16,810,000 16,810,000
Totals S 846,470,000 $1,695,220,000

Appendix G summarizes supported and approved restorations by
appropriation as of October 25, 1991.

The DoD Components' revised restorations appeared to be based on
accounting data for December 1990 through April 1991 and
additional requests from subordinate commands. Our review of
restorations was based on accounting data for June 1991, which
showed that although 6 months had passed, most obligations
supporting the requested restorations were not recorded in
accounting data that DoD reported to the Treasury. We also noted
that the DoD Components' records showed a significant decrease in
requirements for restorations due to deobligations. Our review
of documentation was 1limited to the records maintained by
departmental finance and accounting activities. However, because
the Air Force initially requested $1.68 billion in restorations,
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we also reviewed documentation at the Air Force Systems Command's
Beronautical Systems Division and Space Systems Division, where
most obligations were recorded. The results of our review of the
DoD Components follows.

Army. The Army requested that $485 million be restored. As
of June 1991, Army accounting records showed requirements for
only $390 million in restorations to meet new obligations. Our
review showed that $17 million of the $390 million was for the
Army's overseas banking program and was invalid. This portion of
the request was disallowed by the Comptroller's Office. We
believe that $95 million in miscellaneous requests that was not
in Army accounting records should also be disallowed. However,
the Comptroller approved $43 million of these unrecorded
obligations.

Navy. The Navy's request included $404 million in
restoration authority that was unrecorded in its records. A
portion of the unrecorded restorations was for unobligated
Extended Shipbuilding Authority, which is included in the Navy's
Treasury merged surplus authority. We compensated for errors and
omissions in Navy accounting balances reported to the Treasury;
the Navy had understated its Extended Shipbuilding Authority
request. Our review also showed $29 million 1in recorded
obligations that were not supported by documentation. Based on
deobligations and other adjustments, the Navy required
$313 million to meet future obligations. The $361 million in
restorations approved by the Comptroller allowed an additional
$62 million in unrecorded obligations for Extended Shipbuilding
Authority, and disallowed $13 million for Ship Repair and
Alteration that we considered valid.

Air Force. The Air Force's departmental accounting records
did 'not accurately show Air Force obligations. As of
September 30, 1990, Air Force "M" obligations reported to the
Treasury were $649.1 million less than obligations reported by
Air Force field activities. Air Force officials had mistakenly
adjusted obligations to balance their accounting system by a
systemically generated factor believed to have merit. The Air
Force representatives at DFAS-Denver Center conceded that their
request for restoration included amounts needed to correct these
erroneous adjustments to their account balances. The adjustments
had accumulated for nearly 30 years and could not otherwise be

supported. The misstatement of the Air Force's obligations
during this time had not been recognized due to the indefinite,
seemingly endless nature of "M" accounts. As of

September 30, 1990, restorations of $718.2 million, less the
invalid balances discussed below, would be required to correct
the Air Force's reported obligations.

Air Force request. The majority of the Air Force
request fell outside the period of time that the law provided for
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restoration of "M" year funds. Although the Air Force had
certified the need for $822 million, only $143.9 million in valid
upward adjustments, including cancellations, occurred after
October 1, 1990. The Air Force canceled obligations as provided
for in the Act, but took no action to reduce the corresponding
fund authority. Therefore, the cancellations were treated as
deobligations so the funds could be used. Valid adjustments were
computed based on true increases in obligations less
reimbursements totaling $264.1 million, less invalid obligations
of $120.2 million that we identified during field reviews. The
majority of Air Force's FY 1991 increase occurred at
two locations where we identified $208.5 million in invalid
obligations. Of the $208.5 million, $120.2 million was for
appropriations that required restorations in FY 1991.

Installation adjustments. We found that $177.8 million
of arbitrary adjustments had been made to align DCMAO payment
records with accounting records at the Air Force Systems Command
(AFSC) Aeronautical Systems Division (ASD) at Wright-Patterson
Air Force Base, and $30.7 million in invalid obligations at the
Space Systems Division (SSD) at Los Angeles Air Force Base. SSD
personnel told us that corrections have been made, but they were
not included in the June 1991 data on which the Comptroller's
restorations were based. The ASD adjustment was a one-time
alignment of all accounts to make the values on source obligation
records agree with values on payment record data from disbursing
stations. The adjustments were made without reconciling the
accounts as required by regulations, and AFSC refused to reverse
its adjustments. Regulations provide that adjustments are to be
made only after full reconciliation of accounts; however, no
reconciliations were made. Therefore, the $901 million approved
by the DoD Comptroller's office included $208.5 million of
invalid and unsupported obligations. We believe that Air Force
departmental accounts should be adjusted to show field
obligations correctly, and that the $208.5 million in unsupported
and unreconciled adjustments be deobligated.

DoD Comptroller's justification. DoD Comptroller
officials told us that all of their "M" account restorations will
contain restrictions to avoid abuse. Comptroller personnel
informed us that because of problems with Air Force accounts, the
approved restoration was based on a combination of financial
records, budget data adjustments, selected corrections to Air
Force cancellations, and conversations with Air Force
officials. Comptroller personnel believed it was proper to
correct departmental records to increase obligation balances
after December 6, 1990, and that restorations were proper,
because the obligations were supported by Air Force field
activities' records. They maintained that all restorations were
legally justified and conducted in accordance with the standard
Treasury process. Therefore, they preferred to restore funds and
establish additional controls to ensure prudent use.
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Defense Agencies. Washington Headquarters Services (WHS) is
responsible for consolidating the Defense Agencies' data.
Defense activities did not respond to WHS's request for data and
documentation was not available to support most of WHS's

$46 million request for restorations. We Dbelieve that
restorations should be made based on official accounting data
from field activities. The request included $7 million for the

Defense RDT&E "M" year appropriation that was overdisbursed by
$67 million. The request did not include FY 1987-1988 funds that
had not been merged pending resolution of the overdisbursed
account. We agree with the DoD Comptroller's approval of
restorations of $16.8 million prior to closure of the Treasury
account, provided the funds are withheld pending resolution of
antideficiency investigations.

Other Audit Requirements

The Act required other data to be provided to Congress.
Specifically, the Act requested data on the sources of funds, the
average time obligated, the size of obligations, and the object
classifications of obligations.

Sources of funds. Detailed information as to the sources of
funds (the major weapon system or project for which the funds
were appropriated) was not readily available. The Navy's
accounting records contained general information based on its
budget activity structure. Where detailed information was
available, the source or purpose of the funds in the merged
accounts varied widely. In many cases, the accounting records
did not adequately show the sources of funds. No overall pattern
was apparent. Included in the accounts were funds originally
provided for weapon systems that were later canceled. For
example, the Army records showed that funds were still obligated
for the Sergeant York air defense system and the Roland missile
system. Both of these systems have been canceled. Apparently,
installation accounting personnel were not thoroughly reviewing
merged accounts for validity.

Average time obligated and size of obligations. Because
contract modifications contained funds that were different from
the year of initial obligation, finance and accounting personnel
had difficulty determining how long an obligation existed. After
unliquidated obligations were merged, fiscal-year designations
were often lost, so computer-aided analysis was ineffective. The
records were manually reviewed by accounting personnel to
determine the source and year designation of funds listed in the
balance of the obligation. With the exception of the Navy, our
computations of the average size of the Components' obligations
are probably high and not representative of the total. This
occurred because the other sample items for all Components except
the Navy were skewed to include high-dollar items in order to
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cover more of the total "M" account universe. The average life
in years was not affected by this process. We determined that
"M" account obligations had an average life of 5.6 years, and
that original obligations had been made as early as FY 1974
(see Appendix E).

Object classifications of obligations. According to the
"Department of Defense Budget and Fiscal Coding Manual," DoD
Manual 7110.3-M, July 1988, object classifications (object
classes) are used to record financial transactions of the goods
and services for which obligations are incurred, rather than the
purpose of programs served. For example, supplies and materials
are classified as such, even though they may be used to assemble
data processing equipment. Not all activities and agencies used
the object class designation. Appendix F gives the details of
obligations by object class.

Potential Monetary Benefits

As mentioned earlier, 46 audit reports were issued during the
audit. Those reports recommended deobligation of obligations
that were invalid. When deobligated, those funds can be used for
needed similar purposes. Accordingly, the funds can be put to
better use. Those potential monetary benefits were claimed in
individual reports, and are not included in the $1.6 billion in
monetary benefits claimed in this report (Appendix I). These
benefits will be achieved by requiring DoD Components to base
their restorations on June 1991 accounting data, and on recorded
obligations that are supported and are within the scope of the
Act. The Comptroller of the Department of Defense has already
achieved $755 million of the $1.6 billion in monetary benefits by
reducing the Components' requests for restorations.

Conclusions

We concluded that account balances as of November 30, 1990, were
materially misstated. The accounts were inadequately managed and
vulnerable to abuse. The dissolution of "M" accounts by the
Congress should improve the accounting structure and accuracy of
accounting for funds within DoD. Even though considerable work
remained to be accomplished, many DoD activities, including the
Defense Mapping Agency, the United States Army Missile Command,
and the Navy had begun aggressive programs to deobligate invalid
funds. DoD finance and accounting activities should continue to
emphasize verification of account obligations as they review and
deobligate the remaining "M" accounts.
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RECOMMENDATIONS FOR CORRECTIVE ACTION

1. We recommend that the Comptroller of the Department of
Defense:

a. Direct a review of remaining wunliquidated merged
accounts scheduled for cancellation at the end of each fiscal
year and deobligate accounts with unsupported or invalid
balances.

b. Direct DoD agencies to resolve all negative account
balances canceled by 1law at the end of each fiscal year.
Unreconciled accounts should be treated as receivables until it
is determined whether the overdisbursements are posting errors,
undistributed transactions, or actual overdisbursements with
refunds due from vendors.

c. Require the Director, Defense Finance and Accounting
Service to place increased emphasis on account accuracy in order
to reduce DoD's undistributed disbursements.

d. 1Instruct the Director, Defense Finance and Accounting
Service to conduct formal investigations of all overdisbursed
appropriations and their subaccounts to resolve all potential
violations of the Antideficiency Act.

2. We recommend that the Comptroller of the Department of
Defense establish controls to:

a. Withhold or otherwise restrict the use of all
restorations pending full justification and approval of
unrecorded obligations.

b. Withhold restorations for overdisbursed accounts until
the accounts are balanced or a formal antideficiency
investigation is completed.

3. We recommend that the Comptroller of the Department of
Defense require the Director, Defense Finance and Accounting
Service to correct the Air Force's departmental accounting
records, exclude unsupported adjustments to obligations, and
reverse all improper obligation adjustments by the Air Force
Systems Command, identified in this audit report.

MANAGEMENT COMMENTS

Report Detail. The Deputy Comptroller (Management Systems)
stated, "In a number of instances, the report does not contain
detailed data required to explain the findings"; therefore, he
could neither agree nor disagree with the $8 billion in invalid
obligations or other dollar amounts in our draft report.
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Overdisbursement. The Deputy Comptroller maintained that it
was not appropriate to report on account balances that had not
been reviewed. He stated that although we had not reviewed the
Air Force Reserve appropriation, our report showed the
appropriation as being overdisbursed by $1.17 million as of
November 30, 1990, and gave a tentative explanation for the
negative account balance. He maintained that a discussion of the
perceived problems in the Air Force Reserve Personnel
appropriation is not appropriate at this time or 1is at least
premature. The Deputy Comptroller believes these statements
should be excluded from the report. He will ask the Air Force to
conduct a review of the Air Force Reserve appropriation and
report the results through the Defense Finance and Accounting
Service.

Restorations. Regarding the DoD restorations, the Deputy
Comptroller said that, in a number of instances, the draft report
states or implies that restorations should be 1limited to
obligations recorded between October 1, 1990, and December 5,
1990. Based on discussions with the General Counsel, DoD, the
Deputy Comptroller disagreed with this interpretation. The
Deputy Comptroller maintained that we gave no evidence for our
statement that obligations were recorded after December 1990, and
that IG, DoD, auditors have not furnished any such evidence in
discussions.

The Deputy Comptroller stated that our discussion of
$95 million in unrecorded Army obligations should be clarified.
He also indicated that even though the Army's official accounting
records as of June 30, 1991, did not support the approved
$43 million in restorations, he believes that these obligations
were incurred before December 5, 1990, and were therefore
valid. The Deputy Comptroller asked us to delete our reference
to the establishment of a separate shipbuilding account. He also
stated that amounts restored for the Shipbuilding and Conversion,
Navy account are based on amounts previously canceled and, by
law, are still available for obligation. The Deputy Comptroller
believes that whether amounts were obligated or unobligated
should not be a primary consideration in the restoration of
shipbuilding funds.

Monetary impact. The Deputy Comptroller further stated that
potential monetary benefits claimed as a result of implementing

the audit recommendations appear to be transitory. While
adjustments may improve the accuracy of accounting records, funds
may not be made available for better use. He asked us to

recompute the restorations because of changes in Army and Air
Force accounts.

Recommendations. The Deputy Comptroller concurred with
Recommendations 1l.a. and 1l.b., which address the maintenance of
account balances. The Deputy Comptroller partially concurred
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with Recommendation 1l.c. and stated that his office is working
towards automated systems to reduce accounting errors. The
Deputy Comptroller had asked the Defense Finance and Accounting
Service to emphasize the accuracy of data containing unmatched
disbursements. The Deputy Comptroller also partially concurred
with Recommendation 1.d. concerning potential violations of the
Antideficiency Act. However, the Deputy Comptroller said that
the responsibility for administering and processing potential or
apparent antideficiency violations rests with the DoD
Components. The Deputy Comptroller will ask each DoD Component
to review the specific instances we addressed. The Deputy
Comptroller partially concurred with Recommendation 2.a. and had
already restricted the use of restored amounts for obligations
that we do not believe were recorded. He also stated that
policies will be reviewed to determine if additional restrictions
are required. The Deputy Comptroller partially concurred with
Recommendation 2.b. The Deputy Comptroller did not believe that
restorations can or should be withheld; therefore, he restored

requested funds for overdisbursed accounts. He stated that
payments from overdisbursed accounts would be charged to current
appropriations. Finally, the Deputy Comptroller partially

concurred with Recommendation 3, but asked us to revise it to
limit the scope of corrections to the improper obligations that
we identified during the audit. He will direct the Defense
Finance and Accounting Service (DFAS) to correct the Air Force's
Departmental accounting records, to exclude unsupported
adjustments to obligations, and to reverse the improper
obligation adjustments we identified.

AUDIT RESPONSE TO MANAGEMENT COMMENTS

Report detail. The dollar amounts contained in this report
were based on summary data from official accounting reports,
reviews of recorded obligations, and statistical projections
derived from the 46 individual reports provided to the Services
and Defense agencies during our review. All dollar amounts in
our summary report have been explained to the Comptroller's
staff.

Overdisbursement. Although we did not review the Air Force
Reserve appropriation in detail, we have no doubt that it is
overdisbursed. We agree with the Deputy Comptroller's comment
that any supposition of reasons for the account's negative
balance and any explanation by the Air Force; DFAS; or IG, DoD,
personnel should be withheld wuntil a formal review is
conducted. It is unfortunate that 9 months have passed and the
issue has not been resolved by such a review.

Restorations. Our review of the DoD restorations was
conducted in accordance with the guidance contained in Treasury
Bulletin No. 91-03, "Merged Surpluses, Closed Accounts,
M Accounts and Fiscal Yearend Reporting," and the supporting DoD
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Comptroller certifications to the Treasury that stated,
".,.. obligations were recorded during the period October 1, 1990,
through December 5, 1990." The major 1issue regarding the
October 1 to December 5, 1990 timeframe is how much discipline
should have been imposed on the restorations process. Other
Federal agencies reported restorations on April 15, 1991;
however, DoD did not finalize their request for Treasury warrants
until September 17, 1991. Furthermore, we are concerned that the
restoration process was permitted to continue after the issuance
of the Treasury warrants. The Comptroller approved $249 million
in additional restoration adjustments to the 1991 year-end
closing of Air Force accounts with the knowledge of the

Treasury. The other monies requested by the Comptroller to
offset the $649 million understatement in the Air Force's FY 1990
accounts may represent valid obligations. However, since the

errors were accumulated over a 30-year period, there 1is no
documentation containing specific details to support them. We
believe that the use of "M" year funds to correct an Air Force
accounting error that was not pursued until June 1991 was
inappropriate. Furthermore, making global adjustments to the
accounting records without specific support for creating
obligations is clearly not an accepted accounting practice.

The Deputy Comptroller's statement that there is no evidence
that obligations were recorded after December 1990 is
incorrect. For example, neither the Comptroller nor the Air
Force took action to correct the $649 million error in Air Force
obligations until September 1991 (using June accounting data).
We found no detailed documentation for individual accounts to
support these increases in Air Force obligations. The
adjustments were simple mathematical calculations made from
computer—-generated balances at departmental level. Our review
showed that Air Force restorations were based on a combination of
accounting data, upward adjustments of budget data, conversations
with Air Force officials, and adjustments to previous
cancellation data. We did not collect field-level documentation
to show that the Army or Navy recorded obligations after December
1990. Our work was performed at the Defense Finance and
Accounting Service Centers which maintain only summary
information. Our conclusion is based on the official financial
records, not on the separate requests for additional funds that
the Services submitted to the Comptroller to justify their
restorations. The Comptroller restored $43 million for Army
obligations and $62 million for Navy obligations that were not
supported by accounting records as of June 30, 1991. We believe
that the Comptroller and the Services intend to record these
obligations; when this occurs it will be after December 1990.

In our discussion of unrecorded Army restorations, the total
$112 million consists of $95 million in unrecorded restorations
plus $17 million in improper obligations. This is the difference
in the balance supported by Army accounting records and the
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$485 million that the Army asked to be restored. Only
$43 million of these unrecorded obligations were approved by the
Comptroller. Our review was based on accounting records for
June 30, 1991, and at 1least 6 months had passed since the
obligations were allegedly incurred. Support for the $43 million
in obligations did not appear in Army accounting records. The
balances in Army accounting records were either materially
misstated, the obligations were never recorded, or the

Comptroller restored $43 million in excess of Army
requirements. In any case, this was not good management
practice.

References to the establishment of a separate shipbuilding
account have been deleted from the report. These references
resulted from discussions between IG, DoD, and Comptroller
personnel on plans to offset the impact of the expiration of "M"
account shipbuilding funds that may be required for up to
10 years. Our recommendations for restoration were based on Navy
accounting records that supported only $124.6 million in
unobligated shipbuilding authority and $188.2 million in contract
adjustments for shipbuilding and other Navy accounts. We believe
that the question of whether monies are obligated or unobligated
is of primary consideration during the restoration process, since
this determines both the amounts and disposition of funds to be
restored. As the Deputy Comptroller stated, current DoD policy
does not differentiate in the accounting for these funds. The
propriety of these policy issues was not addressed during our
audit, but the policies are currently under review by the General
Accounting Office.

Monetary impact. Funds identified for deobligation in the
46 installation-level reports represent funds that may be put to
better use through reobligation for wupward adjustments of
contracts instead of using current year dollars. The monetary
benefits claimed in this report were computed based on the
difference between restorations requested by the Services
($2.4 billion) and what restored sums are likely to be used if
obligation adjustments are appropriately controlled
($800 million). The Deputy Comptroller requested that we revise
the amounts of the Army and Air Force requests shown in our draft
report. We did not recompute the Army data because we believe
that it accurately represented the Army request. We were unable
to confirm the final amount that the Air Force requested
(page 88). Therefore, we used the data that was provided to us
by the Comptroller, DoD. The total dollar amounts shown are
larger than the revised accounting data provided by DFAS, which
now operates the former Air Force Accounting and Finance
Center. The Air Force request cited by the Comptroller appears
to be composed of accounting data, budget data, and conversations
between Comptroller and Air Force officials. It also includes
corrections to compensate for errors in selected cancellation
data previously reported by the Air Force. We believe that
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monetary benefits claimed are achievable if sufficient controls
are in place to preclude the improper use of restored funds. To
ensure that restored funds are properly used, documentation must
be maintained to provide an audit trail of the uses of the
restored funds. Our audit showed over $3 billion in invalid
Air Force obligations, which should preclude the need to use
restored funds to correct Air Force accounting errors.

Recommendations. The Deputy Comptroller concurred with
Recommendations l.a. and l.b. In view of the large amounts of
DoD's undistributed disbursements, DFAS must develop a viable
plan to reduce these disbursements to meet the intent of

Recommendation 1l.c. The Deputy Comptroller has agreed to
supervise the resolution of overdisbursed appropriations cited
in the report (Recommendation 1.d.). We  agree that

responsibility for investigation and resolution of potential
antideficiency violations should be determined during the
resolution process for IG, DoD, Report No. APO 91-115, "Survey
Report on the Review of Processing of Violations of the
Antideficiency Act," July 31, 1991. However, we disagree that
action should be postponed until the survey report is resoclved.
Pogitive investigative steps to confirm or Tresolve the
overdisbursements should be initiated now.

For Recommendation 2.a., the Deputy Comptroller has assured
us that restored funds will be used only to fulfill properly
recorded obligations for all Services. If controls are
established to ensure that the Air Force uses deobligations from
invalid obligations to correct accounting errors and is precluded
from using restored funds for this purpose and for additional
contract adjustments, the restored funds will not be needed. In
any event, any proposed use of restored funds must be closely
controlled. Poorly documented requests, such as those submitted
to the Comptroller to justify the restorations, should be
rejected. We ask the Comptroller to assure us in his comments to
this report that the controls applied over the use of restored
funds will be stringent and will result in a clear audit trail
for each request. This will achieve the intent of our
recommendation and should result in the estimated monetary
benefits cited in this report.

The Deputy Comptroller did not agree with Recommendation
2.b. that restorations should be withheld from overdisbursed
accounts. However, he stated that he would require the use of
current funds to meet obligations that the restorations did not
cover. Because funds have now been restored, the actions
proposed by the Deputy Comptroller in response to Recommendations
1.d. and 2.b. are considered adequate. We emphasize that the
overdisbursed accounts must be investigated for antideficiency
violations, even if those accounts are now solvent after the
restorations.
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For Recommendation 3, the proposed actions are
satisfactory. We have revised the recommendation as requested by
the Deputy Comptroller, DoD, to limit the scope of corrections to
those identified by the 1IG during the audit. The Deputy
Comptroller will direct DFAS and the Air Force to work together
to correct the Air Force's Departmental accounting records,
exclude unsupported adjustments to obligations, and reverse
improper adjustments by the Air Force Systems Command that we
identified in our report.

We request that the Comptroller provide action plans showing
completion dates for implementing all recommendations in
accordance with DoD Directive 7650.3. We request that the
Comptroller reconsider his response to recommendation 2.a. and
agree to take corrective actions that will comply with the intent
of our recommendations. We also regquest that the Comptroller
comment on the monetary benefits contained in the report, now
that the computation has been clarified.
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APPENDIX A. EXCERPT FROM PUBLIC LAW 101-510, NATIONAL DEFENSE
AUTHORIZATION ACT FOR FY 1991

PUBLIC LAW 101-510—NOV. 5, 1990 104 STAT. 1675

sentence shall cease to apply effective as of the date of the submis-
sion of such program.
(2) For purposes of this subsection:

(A) The term “fiscal year 1992 multiyear defense program”
means the multiyear defense program (including associated
annexes) covering fiscal years beginning with fiscal year 1992
required (by section 114a of title 10, United States Code) to be
submitted to Congress in conjunction with the President’s

— budget for fiscal year 1992.

(B) The term “fiscal year 1991 advanee procurement funds”
means funds appropriated for the Department of Defense for
fiscal year 1991 that are available for advance procurement.

SEC. 1403, MULTIYEAR NATIONAL FOREIGN INTELLIGENCE PROGRAM 50 USC 404>

(a) ANNUAL SUBMISSION OF MULTIYEAR NATIONAL FOREIGN INTEL-
LIGENCE ProcraM.—The Director of Central Intelligence shall
submit to the Committees on Armed Services and Appropriations of
the Senate and the House of Representatives and the Select
Committee on Intelligence of the Senate and the Permanent Select
Committee on Intelligence of the House of Representatives each
year a multiyear national foreign intelligence program plan reflect-
ing the estimated expenditures and proposed appropriations re-
quired to support that program. Any such multiyear national for-
eign intelligence program plan shall cover the fiscal year with
respect to which the budget is submitted and at least four succeed-
ing fiscal years.

() TiME oF SusmissioN.—The Director shall submit the report Reports
required by subsection (a) each year at or about the same time that
the budget is submitted to Congress pursuant to section 1105(a) of
title 31, United States Code.

(¢) ConsisTENcY WitH Bupcer Estimates. —The Director of
Central Intelligence and the Secretary of Defense shall ensure that
the estimates referred to in subsection (a) are consistent with the
budget estimates submitted to Congress pursuant to section 1103a)
of title 31, United States Code, for the fiscal year concerned and
with the estimated expenditures and proposedy appropriations for
the multiyear defense program submitted pursuant to section 114a
of title 10, United States Code.

SEC. 1404, MISSION ORIENTED PRESENTATION OF DEPARTMENT OF DE- 10 USC 114a
FENSE MATTERS IN THE BUDGET note

(a) IN GeNeErAL.—In addition to requirements in any other provi- President
sion of law regarding the format for the presentation in the budget
submitted to Congress each {ear by the President of programs of the
Department of Defense within major functional category 050 (Na-
tional Defense), the President shall submit with each sux budget a
budget that organizes programs within such functional category on
the basis of major roles and missions of the Department of Defense.

(b) ErFective DatE.—Subsection (a) shall take effect with respect
to the budget submitted for fiscal year 1993.

SEC. 1405. CONTROLS ON THE AVAILABILITY OF APPROPRIATION
ACCOUNTS

(a) PROCEDURES FOR CLOSING APPROPRIATION AcCCOUNTS.—(1) Sub-
chapter IV of chapter 15 of title 31, United States Code (other than
section 1558), is amended to read as follows: :
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104 STAT. 1676 PUBLIC LAW 101-510—NOV. 5, 1990

“SUBCHAPTER IV—CLOSING ACCOUNTS

“§ 1551. Definitions and applications

“(a) In this subchapter—

“(1) An obligated balance of an appropriation account as of
the end of a fiscal year is the amnount of unliquidated obligations
applicable to the appropriation less amounts collectible as
repayments to the appropriation. o

“t2) An unobligated balance is the difference between the
obligated balance and the total unexpended balance.

“(3) A fixed appropriation account is an appropriation ac-
ccunt available for obﬁgation for a definite period.

“{(b) The limitations on the availability for expenditure prescribed
in this subchapter apply to all appropriations unless specifically
otherwise authorized by a law that specifically—

“(1}identifies the appropriate account for which the availabil-
ity for exp -nditure is to be extended;

Records “(2) provides that such account shall be available for record-
ing, adjusting, and liquidating obligations properly chargeable
to that account; and

‘“(3) extends the availability for expenditure of the obligated
balances

“(c) This subchapter does not apply to—

“(1) appropriations for the District of Columbia government;
or

“(2) appropriations to be disbursed by the Secretary of the
Senate or the Clerk of the House of Representatives.

“§ 1552. Procedure for appropriation accounts available for defi-
nite periods

“(a) On September 30th of the 5th fiscal year afier the period of
availability for obligation of a fixed appropriation account ends, the
account shall be closed and any remaining balance (whether obli-
gated or unobligated! in the account shall be canceled and thereafter
shall not be available for obligation or expenditure for any purpose.

“(b) Collections authorized or required to be credited to an appro-
priation account, but not received before closing of the account
under subsection (a) or under section 1555 of this title shall be
deposited in the Treasury as miscellaneous receipts

“§ 1553. Availability of appropriation accounts to pay obligations

‘“(a) After the end of the period of availability for obligation of a
fixed appropriation account and before the closing of that account
under section 1552(a) of this title, the account shall retain its fiscal-

ear identity and remain available for recording, adjusting, and
iquidating obligations properly chargeable to that account.

“(bX1) Subject to the provisions of paragraph (2), after the closing
of an account under section 1552(a) or 1555 of this title, obligations
and adjustments to obligations that would have been properly
chargeable to that account, both as to purpose and in amount, before
closing and that are not otherwise chargeable to any current appro-
priation account of the agency may charged to any current
appropriation-account of the agency available for the same purpose.

“(2) The total amount of charges to an account under paragraph
(1) may not exceed an amount equal to 1 percent of the total
appropriations for that account.
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PUBLIC LAW 101-510—NOV. 5, 1990 104 STAT. 1677

“(eX1) In the case of a fixed appropriation account with respect to
which the period of availability for obligation has ended, if an
obligation of funds from that account to provide funds for a pro-
gram, project, or activity to cover amounts required for contract
changes would cause the total amount of obligations from that
appropriation during a fiscal year for contract changes for that

. program, project, or activity to exceed $4,000,000, the obligation may
only be made if the obligation is approved by the head of the agency
(or an officer of the agency within the Office of the head of the
agency to whom the head of the agency has delegated the authority
to approve such an obligation).

“(2) In the case of a fixed appropriation account with respect to
which the period of availability for obligation has ended, if an
obligation of funds from that account to provide funds for a pro-
gram, project, or activity to cover amounts required for contract
changes would cause the total amount obligated from that appro-
priation during a fiscal year for that program, project, or activity to
exceed $25,000,000, the obligation may not be made until—

“(A) the head of the agency submits to the appropriate au-
thorizing committees of Congress and the Committees on Appro-
priations of the Senate and the House of Representatives a
notice in writing of the intent to obligate such funds, together
with a description of the legal basis for the proposed obligation
and the policy reasons for the proposed obligation; and

“{B) a period of 30 days has elapsed after the notice is
submitted.

“(3) In this subsection, the term ‘contract change’ means a change
to a contract under which the contractor is required to perform
additional work. Such term does not include adjustments to pay
claims or increases under an escalation clause.

“(dX1) Obligations under this section may be paid without prior
action of the Comptroller General.

*“(2) This subchapter does not—

“(A) relieve the Comptroller General of the duty to make
decisions requested under law; or

“(B) affect the authority of the Comptroller General to settle
claims and accounts.

“§ 1554. Audit, control, and reporting

“(a) Any audit requirement, limitation on obligations, or reporting
requirement that is applicable to an appropriation account shall
remain applicable to that account after the end of the period of
availability for obligation of that account.

“(bX1) After the close of each fiscal year, the head of each agency
shall submit to the President and the Secretary of the Treasury a
report regarding the unliquidated obligations, unobligated balances,
canceled ialances. and adjustments made to appropriation accounts
of that agency durinﬁ the completed fiscal year. The report shall be
submitted no later than 15 days after the date on which the Presi-
dent’s budget for the next fiscal year is submitted to Congress under
section 1105 of this title.

“(2) Each report required by this subsection shall—

“(A) provide a description, with reference to the fiscal year of
appropriations, of the amount in each account, its source, and
an itemization of the appropriations accounts;

*“(B) describe all current and expired appropriations accounts;

~J

P.L. 101 - 513 -
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‘1‘(C) describe any payments made under section 1553 of this
title;

(D) describe any adjustment of obligations during that fiscal
year pursuant to section 1553 of this ti&e;

“(E) contain a certification by the head of the agency that the
obligated balances in each appropriation account of the agency
reflect proper existing obligations and that expenditures from
the account since the preceding review were supported by a
proper obligation of fungs and otherwise were proper;

“(F) describe all balances canceled under sections 1552 and
1555 of this title.

“(3) The head of each Federal agency shall provide a copy of each
such report to the Speaker of the House of Representatives and the
Committee on Appropriations, the Committee on Governmental
Affairs, and other appropriate oversight and authorizing committees
of the Senate.

*(eX1) The Director of the Congressional Budget Office shall esti-
mate each year the effect on the Federal deficit of payments and
adjustments made with respect to sections 1552 and 1553 of this
title. Such estimate shall be made separately for accounts of each
agency.

*(2) The Director shall include in the annual report of the Direc-
tor to the Committees on the Budget of the Senate and House of
Representatives under paragraph (1) of section 202(f) of the Congres-
sional Budget Act of 1974 a statement of the estimates made pursu-
ant to paragraph (1) of this subsection during the preceding year
(including any revisions to estimates contained in earlier reports
under such paragraph). The Director shall include in any report
under paragraph (2) of that section any revisions to such estimates
made since the most recent report under paragraph (1) of such
section.

“(d) The head of each agency shall establish internal controls to
assure that an adequate review of obligated balances is performed to
support the certification required by section 1108(c) of this title.

“§ 1555. Closing of appropriation accounts available for indefinite
periods

“An appropriation account available for obligation for an indefi-
nite period shall be closed, and any remaining balance (whether
obligated or unobligated) in that account shall be canceled and
thereafter shall not be available for obligation or expenditure for
any purpose, if—

“(1) the head of the agency concerned or the President deter-
mines that the purposes for which the appropriation was made
have been carried out; and

“(2) no disbursement has been made against the appropria-
tion for two consecutive fiscal years.

“§ 1556. Comptroller General: reports on appropriation accounts

“(a) In carrying out audit responsibilities, the Comptroller Gen-
eral shall report on o?erations under this subchapter to—
“(1) the head of the agency concerned;
“(2) the Secretary of the Treasury; and
*(3) the President.
“(b) A report under this section shall include an appraisal of
unpaid obligations under fixed appropriation accounts for which the
period of availability for obligation has ended.
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“§ 1557. Authority for exemptions in appropriation laws

A provision of an appropriation law may exempt an appropriation
from the provisions of this subchapter and fix the period for which
the appropriation remains available for expenditure.”.

(2) The table of sections at the beginning of chapter 15 of such title

—— is amended by striking out the items relating to subchapter IV and
sections 1551 through 1557 and inserting in lieu thereof the
following:

“SUBCHAPTER IV-CLOSING ACCOUNTS

1551 Definitions and application
“1552 Audit, control, and reperting
“1553. Availability of appropriation accounts to pay obligations
“1554 Audit, control, and reporting
1555 Closing of appropriation accounts available for indefinite periods
“1556 Comptroller General: reports on appropriation accounts
“1557 Authority for exemptions in appropriation laws "
(b) TRANSITION.— 31 USC 1551

(1) APPLICATION OF AMENDMENTS.—The amendments made by rot¢
subsection (a) shall apply to any appropriation account the
obligated balance of which. on the date of the enactment of this
Act, has not been transferred under section 15652(ax1) of title 31,
United States Code, as in effect on the day before the date of the
enactment of this section.

(2) RESTORATION OF CERTAIN UNOBLIGATED AMOUNTS.—The bal-
ance of any unobligated amount withdrawn under section
1552taX2) of title 31, United States Code, as in effect on the day
before the date of the enactment of this Act, from an account
the obligated balance of which has not been transferred under
section 1552(aX1) of title 31, United States Code, as in effect on
the day before the date of the enactment of this section, is
hereby restored to that account.

(3) CANCELLATION OF UNOBLIGATED BALANCES.—All balances of
unobligated funds withdrawn from an account under subsection
1552(aX2) of title 31, United States Code, as in effect on the day
before the date of the enactment of this Act (other than funds
restored under paragraph (2)) are canceled, effective at the end
of the 30-day period beginning on the date of the enactment of
this Act.

(4) CANCELLATION OF OBLIGATED BALANCES.—On the third
Se{)tember 30th after the date of the enactment of this Act, all
obligated balances transferred under subsection 1552(aX1l) of
title 31, United States Code, as in effect on the day before the
date of the enactment of this Act, shall be canceled.

(5) OBLIGATION OF EXISTING BALANCES —After the date of the
enactment of this Act, an obligation of any part of a balance
transferred before the date of the enactment of this Act under
section 1552(aX D) of title 31, United States Code, shall be subject
to section 1553(c) of such title, as amended by subsection (a).

(6) CANCELLATION OF OLDEST OBLIGATED BALANCES.—(A) At the
end of the 30-day period beginning on the date on which the
President submits to Congress the budget for fiscal year 1992,
any amount in an account established under paragraph (1) of
section 1552 of title 31, United States Code, as in effect before
the date of the enactment of this Act, that has been in that
account as of that date for a period in excess of five years shall
be deobligated and shall be withdrawn in the manner provided
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104 STAT. 1680 PUBLIC LAW 101-510—NOV. 5, 1990

in Earagraph (2) of that section. Amounts so deobligated and
withdrawn may not be restored.

(B) Subparagraph (A) shall not apply so as to require the
deobligation of amounts—

(i) for which there is documentary evidence that payment
will be required within 180 days of the date of the enact-
ment of this Act; or

(ii) that are determined to be necessary for severance
payments for foreign national employees.

(7) OBLIGATIONS AND ADJUSTMENT OF OBLIGATIONS.—(A) After
cancellation of unobligated balances under paragraph (3) or
cancellation of obligated balances under paragraph (4) or para-
graph (6) and subject to the provisions of subparagraph (B),
obligations and adjustments to obligations that would have been
chargeable to those balances before such cancellations and that
are not otherwise chargeable to current appropriations of the
agency concerned may be charged to current appropriations of
that agency available for the same purpose. Any charge made
pursuant to this subsection shall be limited to the unobligated
expired balances of the original appropriation available for the
same purpose.

(B) Any charge made pursuant to subparagraph (A) shall be
subject to the maximum amount chargeable under subsection
(b) of section 1553 of title 31, United States Code, as amended by
this section, and shall be included in the calculation of the total
amount charged to any account under that section.

(¢) CoNFORMING REPEAL.—(1) Section 2782 of title 10, United
States Code, is repealed.

(2) The table of sections at the beginning of chapter 165 of such
title is amended by striking out the item relating to section 2782.

31 USC 1552 SEC. 1406. AUDIT OF OBLIGATED BALANCES OF DEPARTMENT OF
note DEFENSE

(a) AupiT REQUIREMENT.—The Secretary of Defense shall provide
for an audit of each account of the Department of Defense estab-
lished under paragraph (1) of section 1552(a) of title 31, United
States Code, as in effect on the day before the date of the enactment
of this Act. The audit shall, with respect to each such account,
identify—

(1) the balance in the account;

(2) the amount of such balance that is considered by the
Secretary (as of the time of the audit) to represent amounts
required for valid obligations (as supported by documentary
evidence as required by section 1501 of title 31) and the amount
of such balance that is considered by the Secretary (as of the
time of the audit) to represent amounts for obligations thet are
considered no longer valid;

(8) the sources of amounts in the account, shown by fiscal year
and by amount for each fiscal year; and

(4) such other matters as the Secretary considers appropriate.

(b) DrOBLIGATION OF OBLIGATIONS No LONGER VALID.—Any obli-
gated amounts in accounts of the Department of Defense established
under paragraph (1) of section 1552(a) of title 31, United States Code,
that are determined pursuant to the audit under subsection (a) to
represent amounts for obligations that are no longer valid shall be
deobligated and canceled.
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(¢) REPORT ON Aupit.—Not later than December 31, 1991, the
Secretary of Defense shall submit to Congress a report containing
the results of the audit conducted pursuant to subsection (a). The
report shall set forth—

{1) the information required to be identified pursuant to
subsection (a); and —_

{2) for each appropriation account (A) the average length of
time funds have been obligated, (B) the average size of the
obligation, and (iii) the object classification of the obligations, all
shown for total obligations and separately for valid obligations
and obligations that are no longer valid .

SEC. 1407. FULL LUIFE-CYCLE COST INFORMATION FOR ALL MAJOR
DEFENSE ACQUISITION PROGRAMS

(a) COVERAGE FOR SysTEMs Brrore FiscaL Year 1985—Subpara-
graph (A) of section 2432(cX3) of title 10, United States Code, is
amended to read as follows:

“(A) A full lifexycle cost analysis for each major defense
acquisition program included in the report that is in the full-
scale engineering development stage or has completed that
stage.”.

(b) DEFINI’PION —Section 2432(a) of such title is amended by adding
at the end the following new paragraph:

“4) The term ‘full life-cycle cost’, with respect to a major
defense acquisition program, has the meaning given the term
‘cost of the program’ in section 2434(c¥2) of this title "

(¢) CoorDINATION OF LIFE-CycLE CosT CRITERIA —Section 2432(c) of
such title is amended by adding at the end the f{ollowing new
paragraph:

“(5) The Secretary of Defense shall ensure that paragraph (4) of
section 2432(a) of title 10, United States Code, as added by subsection
{aX2), is implemented in a uniform manner, to the extent prac-
ticable, throughout the Department of Defense.”.

(d) ErrecTive DATE —The amendments made by subsection (a) 10 USC 2452
shall take effect with respect to Selected Acquisition Reports 7ote
submitted under section 2342 of title 10, United States Code, after
December 31, 1991.

SEC. 1408. FUNDS IN DEFENSE COOPERATION ACCOUNT

There is hereby authorized to be appropriated for fiscal year 1991
from the Defense Cooperation Account established under section
2608 of title 10, United States Code, as added by section 202 of Public
Law 101-403, the sum of $1,000,300,000 for programs, projects, and
activities of the Department of Defense.

SEC. 1409. CLASSIFIED ANNEX 10 USC 114 note

(a} StaTus or CrassiFiep ANNEX.—The Classified Annex prepared
by the Committee of Conference to accompany the conference report
on the bill HR. 4739 of the One Hundred First Congress and
transmitted to the President shall have the force and effect of law as
if enacted into law.

(b) ConstrucTION WiTH OTHER PROVISIONS OF AcT.—The amounts
specified in the Classified Annex are rot in addition to amounts
authorized to be appropriated by other provisions of this Act.

(c) DisTrIBUTION OF CLASSIFIET ANNEX —The President shall pro- President
vide for appropriate distribution of the Classified Annex, or of
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APPENDIX B. SUMMARY OF ‘M’ YEAR OBLIGATIONS,

NOVEMBER 30, 1990

Military Personnel

Army

Navy

Air Force

Marine Corps

Army, Reserves

Navy, Reserves

Air Force, Reserves

Marine Corps, Reserves

Army, National Guard

Air Force, National Guard
Total

Operation and Maintenance

Army

Navy

Marine Corps

Air Force

Defense Agencies

Army, Reserves

Navy, Reserves

Marine Corps, Reserves

Air Force, Reserves

Army, National Guard

Air Force, National Guard

Rifle Practice, Army

Claims, Defense

Military Appeals, Defense

Summer Olympics

Environmental Restoration
Total

39

$13,296,227
13,633,395
17,076,201
4,092,994
9,494,210
(1,264,901)
(1,170,836)
2,629,925
4,632
7,452,878

$65,244,725

$1,325,196,319
1,476,545,598
163,531,452
1,305,174,553
171,282,649
24,857,759
82,567,921
4,685,614
16,638,162
69,555,380
31,105,800
194,417
709,098
242,701

5,922
20,056,529

$4,692,349,874
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NOVEMBER 30, 1990 (cont’d)

Procurement
Aircraft Procurement, Army
Missile Procurement, Army
Weapons & Tracked Combat Vehicle
Procurement, Army
Ammunition Procurement, Army
Other Procurement, Army
National Guard Equipment, Army
Aircraft Procurement, Navy
Weapons Procurement, Navy
Shipbuilding & Conversion, Navy
Other Procurement, Navy
Procurement, Marine Corps
Aircraft Procurement, Air Force
Missile Procurement, Air Force
Other Procurement, Air Force
Procurement, Defense Agencies
National Guard & Reserve
Equipment
Production Act Purchases
Aircraft & Missiles, Navy
Chemical Agents and Munitions
Destruction
Total

Research, Development,

Test and Evaluation

Army

Navy

Air Force

Defense Agencies

Developmental Test & Evaluation,
Defense

Operational Test & Evaluation,
Defense
Total

Military Construction

Army

Navy

Air Force

Defense Agencies

Army, National Guard

Air Force, National Guard

Army, Reserves

Navy, Reserves

Air Force, Reserves
Total

40

$

246,288,253
253,625,756

380,557,823
182,699,301
644,723,538

2,254,128

1,429,324,012

750,787,409

2,195,036,776
1,128,519,530

366,020,044

2,459,386,383

916,097,047
639,070,979
39,432,656

260,874,913
14,399,601
26,837,791

1,953,616

$11,937,889,556

$

292,437,097
576,893,709
959,044,894
(32,804,885)

20,357,298

1,654,351

$1,817,582,464

$ 33,570,136
14,264,790
57,158,645
18,108,114

(134,875)
3,256,385
26,005
129,251
285,132

$126,663,583
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NOVEMBER 30, 1990 (cont’aq)

Family Housing

Operations and Debt, Army

Operations and Debt, Navy

Operations and Debt, Air Force

Construction, Defense

Operations and Debt, Defense
Total

Other

Special Foreign Currency

Appropriation Total

Summarv by Service

Army

Navy

Air Force
Defense

Component Total

41

OBLIGATIONS,

$ 50,963,276
84,526,120
30,190,556

160
3,118,170

$168,798,282

$8,961,672

$18,817,490,156

$ 3,529,609,382
8,318,761,430
6,440,766,779
528,352,565

$18,817,490,156
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APPENDIX D. SUMMARY OF STATISTICAL PROJECTIONS FOR
APPROPRIATIONS

The IG, DoD, used results from the three service Audit
Agencies, adjusted them for the November 30, 1990, end date, and
combined those with the results from the Defense agencies for
valid and invalid "M" account balances. Two problems are
associated with the audit.

o The Naval Audit Service 1is 1in the process of
auditing over $1 billion of Shipbuilding and Conversion funds;
the $1 billion is not included in the Navy projections of this
report.

o The Army Audit Agency did not audit any line items
with negative balances. The impact of this is unknown, but it is
likely to cause some overestimation of valid "M" account funds.

o All audits were conducted using stratified sampling
methods; line items with large amounts were heavily sampled, and
smaller amounts were sparsely sampled. Line items with less than
$1,000 absolute value were generally not included in the audit.
We projected audit results to $16.1 billion of the original
$18.8 billion net total (after offsets of positive and negative
balances).

We expect to issue an addendum or supplementary report after
we have audited an additional $1 billion that Shipbuilding and
Conversion accounts. When the audit of Shipbuilding and
Conversion accounts audit is completed, over 90 percent of the
accounts will have been tested. Additional testing would have
required us to sample an excessive number of line items.

Appendix C shows the projections of wvalid and invalid
amounts by appropriation. Note that some appropriations are
missing because their balances had low dollar values. To keep
the audit cost-effective, we did not sample those appropriations.

The three-stage stratified sample has produced an overall
projected total of $8 billion invalid and $8.1 billion valid. We
have 95-percent confidence that the invalid amount is precise
within #* $2.2 billion, or about + 27 percent of the projected
invalid amount.
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APPENDTX H. SUPPLEMENTARY REPORTS AND POINTS OF CONTACT

Department of Defense

Defense Advanced Research Projects Agency, Project
No. 1FE-3001.03
Defense Logistics Agency, Project No. 1FE-3001.02
Defense Mapping Agency Aerospace Center, Project No. 1FE-3001.01

Arnmy
Army Audit Agency, "Merged Accounts" (CR92-600), 1991

U.S. Army Forces Command: Fort Sheridan, IL, Report No. MW 91-603

U.S. Army Training and Doctrine Command: Fort Leonard Wood,
Report No. MW 91-604

The following reports on Army merged accounts were issued at
installation level:

U.S. Army Materiel Command

U.S. Army Aviation Systems Command, St. Louis, MO, Report
No. MW 91-607

U.S. Army Missile Command, Redstone Arsenal, Huntsville, AL,
Report No. MW 91-606

U.S. Army Communications-Electronics Command, Fort Monmouth,
NJ, Report No. NE 91-601

U.S. Army Armament, Munitions and Chemical Command, Rock
Island, IL, Report No. MW 91-608

U.S. Army Troop Support Command, St. Louis, MO, Report
No. MW 91-605

Picatinny Arsenal, Dover, NJ, Report No. NE 91-600

Letterkenny Army Depot, Chambersburg, PA, Report No. NE 91-602

U.S. Army Research Office, Research Triangle Park, NC,
Report No. EC 91-604

U.S. Army Corps of Engineers, Huntsville Division, Huntsville, AL,
Report No. EC 91-603

Navy

Naval Audit Service, "Audit Report on Merged Accounts" (91-0083),
September 25, 1991

Alr Force

Air Force Audit Agency, "Report of the Merged Accounts"
(No. 1265320), 1991
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APPENDIX H. SUPPLEMENTARY REPORTS AND POINTS OF CONTACT (cont’d)

The following reports on Air Force merged accounts were issued at
installation level:

Air Force District of Washington, 1100th National Capital Region
Support Group, Bolling Air Force Base, Washington, DC, Project
No. 704-1-XX

Air Force Logistics Command

Ogden Air Logistics Center, Hill Air Force Base, UT, Project
No. 405-1-XX

Oklahoma City Air Logistics Center, Tinker Air Force Base, OK,
Project No. 440-1-XX

Sacramento Air Logistics Center, McClellan Air Force Base,
CA, Project No. 415-1-XX

Warner Robins Air Logistics Center, Robins Air Force Base, GA,
Project No. 425-1-XX

2750th Air Base Wing, Wright-Patterson Air Force Base, OH,
Project No. 445-1-XX

Air Force Systems Command
Aeronautical Systems Division, Wright-Patterson Air Force Base,
OH, Project No. 305-1-XX
Ballistic Missile Organization, Norton Air Force Base, CA,
Project No. 311-1-XX
Electronic Systems Division, Hanscom Air Force Base, MA,
Project No. 325-1-XX

Space Systems Division, Los Angeles Air Force Base, CA, Project
No. 311-1-XX

Military Airlift Command
Headquarters, Military Airlift Command, Scott Air Force Base,
IL, Project No. 730-1-XX
Malcolm Grow Medical Center, Andrews Air Force Base,
Washington, DC, Project No. 704-1-XX
60th Military Airlift Wing, Travis Air Force Base, CA, Project
No. 735-1-14

63rd Military Airlift Wing, Norton Air Force Base, CA, Project
No. 725-1-XX

438th Military Airlift Wing, McGuire Air Force Base, NJ,
Project No. 725-1-XX

Pacific Air Force, 15th Air Base Wing, Hickam Air Force Base, HI,
Project No. 810-1-23

Strategic Air Command, 22nd Air Refueling Wing, March Air Force
Base, CA, Project No. 725-1-XX

Tactical Air Command

1st Tactical Fighter Wing, Langley Air Force Base, VA, Project
No. 545-1-41
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APPENDIX H.

SUPPLEMENTARY REPORTS AND POINTS OF CONTACT (cont’d)

4th Tactical Fighter Wing, Seymour-Johnson Air Force Base, NC,

Project No. 570-12-17

9th Air Force, Shaw Air Force Base, SC, Project No. 575-1-XX
363rd Tactical Fighter Wing, Shaw Air Force Base, SC, Project

No. 575-1-XX

554th Operations Support Wing, Nellis Air Force Base, NV,

Project No. 565-1-21

836th Air Division, Davis-Monthan Air Force Base, AZ, Project

No. bl6-1-XX

U. S. Air Forces in Europe

17th Air Force, Sembach Air Base, Germany, Project No. 600-1-XX

20th Tactical Fighter Wing, RAF Upper Heyford, United Kingdom,

Project No. 616-1-XX

26th Tactical Reconaissance Wing,

Germany, Project No. 600-1-XX

Zweibrucken Air Base,

48th Tactical Fighter Wing, RAF Lakenheath, United Kingdom,

Project No. 610-1-XX

52nd Tactical Fighter Wing, Spangdahlem Air Base, Germany,

Project No. 604-1-XX

66th Comptroller Squadron, Sembach Air Base, Germany, Project

No. 600-1-XX

86th Fighter Wing, Ramstein Air Base, Germany, Project No.

600-1-XX

For copies of the above reports, please contact:

Arnmy

Army Audit Agency

Attn: PRS

3101 Park Center Drive
Alexandria, VA 22303-1596
DSN 289-2971

(703) 756-2971

Air Force

AFAA /DOOQ

Norton Air Force Base
CA 92409-6001

DSN 876-8757

(714) 382-6857
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Navy

Auditor General of the Navy
P.0O. Box 1206

Falls Church, VA 22041-0206
DSN 327-2626

(703) 627-6276

Inspector General,DOD
DOD Inspector General
OAIG for Auditing, DOD
Attn: APTS Directorate
400 Army-Navy Drive
Arlington, VA 22202-2884
DSN 223-0340

(703) 693-0340







APPENDIX I. SUMMARY OF POTENTIAL BENEFITS RESULTING FROM THE

AUDIT

Recommendation
Reference

1.

Description of Benefits

Compliance. Proposed policies
and procedures will improve
reliability of DoD’s
accounting data.

Compliance. Denial of the
unjustified request for
restorations will result in
one-time savings.

Compliance. Restrictions on the
use of restored funds will
result in one-time savings.

Compliance. Proposed procedures
will improve reliability of
DoD’s accounting data.

95

Amount and/or
Type of Benefit

Nonmonetary.

$ 754,700.000

848,800,000

$1,603,500,000
of funds put to
better use.

Nonmonetary.






APPENDIX J. ACTIVITIES VISITED OR CONTACTED

Office of the Secretary of Defense

Comptroller of the Department of Defense
Defense Finance and Accounting Service Center, Washington, DC
Defense Finance and Accounting Service Center, Denver, CO
Defense Finance and Accounting Service Center, Columbus, OH
Defense Finance and Accounting Service Center, Indianapolis, IN

Washington Headquarters Serv1ces, Washlngton, DC
Defense Supply Service-Washington, Washington, DC

Department of the Army

Assistant Secretary of the Army (Financial Management)
U.S. Army Forces Command, Fort Sheridan, IL

U.S. Army Training and Doctrine Command
Fort McClellan, AL
Fort Leonard Wood, MO
Fort Huachuca, AZ

U.S. Army Materiel Command
U.S. Army Aviation Systems Command, St. Louis, MO
U.S. Army Missile Command, Redstone Arsenal, AL
U.S. Army Communications-Electronics Command, Fort Monmouth, NJ
U.S. Army Armament, Munitions and Chemical Command, Rock
Island, IL
U.S. Army Tank-Automotive Command, Warren, MI
U.S. Army Troop Support Command; St. Louis, MO
Yuma Proving Grounds, Yuma, AZ
Picatinny Arsenal, NJ
Letterkenny Army Depot Chambersburg, PA
U.S. Army Research Offlce, Research Triangle Park, NC
U.S. Army Health Services Command, Fitzsimons Army Medical
Center, Denver, CO
U.S. Army Corps of Englneers, Huntsville Division, Huntsville, AL
Headquarters, U.S. Army Military District of Washington, Fort
Belvoir, VA

Department of the Navy

Chief of Naval Operations, Washington, DC

Comptroller of the Navy, Washington, DC
Navy Regional Finance Center, Arlington, VA
Fleet Accounting and D1sburs1ng Center, U.S. Atlantic Fleet,
Norfolk, VA
Fleet Accountlnq and Disbursing Center, U.S. Pacific Fleet,
San Diego, CA
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APPENDTX J.

ACTIVITIES VISITED OR CONTACTED (cont’d)

Fleet Accounting and Disbursing Center Detachment, Pearl

Harbor,

Naval Sea Systems Command, Washington, DC

HI

Commander in Chief, U.S. Atlantic Fleet, Norfolk, VA
Commander in Chief, U.S. Pacific Fleet, Pearl Harbor, HI

Naval
Naval
WA
Naval
Naval
Naval
Naval
Naval
Naval
Naval

Sea Systems Command
Sea Systems Command

Sea Systems Command
Surface Force, U.S.
Surface Force,

U.S.

Procurement, Portsmouth, NH
Trident Refit Facility, Bangor, Silverdale, WA
Navy Public Works Center, Point Mugu, CA
Navy Public Works Center, Oakland, CA

Navy Public Works Center, San Diego, CA

Navy Public Works Center, Pearl Harbor, HI

and
and

and
and
and
and
and
and
and

and

and

Silverdale, WA

Repair,
Repair,

Repair,
Repair,
Repair,
Repair,
Repair,
Repair,
Repair,
Repair,

Repair,

Detachment, San Francisco, CA
Detachment, Puget Sound, Bremerton,

Detachment, Philadelphia, PA

Atlantic Fleet, Norfolk, VA

Pacific Fleet, San Diego, CA
Submarine Force, U.S. Atlantic Fleet, Norfolk, VA
Submarine Base, Bangor,
Submarine Base, Groton, CT
Submarine Maintenance, Engineering, Planning and

Construction Battalion, U.S. Atlantic Fleet, Norfolk, VA
Sea Support Center, U.S. Atlantic Fleet, Portsmouth,VA

Boston, MA

Portsmouth,
Charleston,
New Orleans,
San

Seattle, WA

Groton, CT

Newport
Pascagoula,

Portsmouth,

Naval

Naval

Naval Sea Support Center, U.S. Pacific Fleet, San Diego, CA

Naval Shipyard, Norfolk, Portsmouth, VA

Naval Shipyard, Charleston, SC

Naval Shipyard, Pearl Harbor, HI

Naval Shipyard, Long Beach, CA

Naval Shipyard, Philadelphia, PA

Naval Shipyard, Mare Island, Vallejo, CA

Naval Shipyard, Puget Sound, Bremerton, WA

Supervisor of Shipbuilding, Conversion

Supervisor of Shipbuilding, Conversion
VA

Supervisor of Shipbuilding, Conversion
sc

Supervisor of Shipbuilding, Conversion
LA

Supervisor of Shipbuilding, Conversion
Francisco, CA

Supervisor of Shipbuilding, Conversion

Supervisor of Shipbuilding, Conversion

Supervisor of Shipbuilding, Conversion
News, VA

Supervisor of Shipbuilding, Conversion
MS

Supervisor of Shipbuilding, Conversion
NH

Supervisor of Shipbuilding, Conversion
Jacksonville, FL

Supervisor of Shipbuilding, Conversion

and

Repair,

Bath, ME

Naval Undersea Warfare Engineering Station, Keyport, WA
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APPENDIX J. ACTIVITIES VISITED OR CONTACTED (cont’d)

Naval
Naval
Naval
Naval
Naval

Underwater Systems Center, Newport, RI
Surface Weapons Center, Dahlgren, VA
Surface Weapons Center, White Oak, MD
Training Systems Center, Orlando, FL
Ocean Systems Center, San Diego, CA

Strateglc Systems Programs Offlce, Washlngton, DC
Plttsburgh Naval Reactor’s Offlce, West Mifflin, PA

Naval
Naval
Naval
Shore
Naval

Shlp Systems Englneerlng Center, Philadelphia, PA

Shlp Weapon Systems Englneerlng Station, Port Hueneme, CA
Ship Weapon Systens Englneerlng Station, Philadelphia, PA
Intermediate Maintenance Activity, San Diego, CA

Inactive Ship Maintenance Facility, Bremerton, WA

Naval Air Systems Command, Washington, DC

Naval
Naval
Naval
Naval
Naval
Naval
Naval
Naval
Naval
Naval
Naval
Naval
Naval
Naval

Air Force, U.S. Atlantic Fleet, Norfolk, VA
Air Force, U.S. Pacific Fleet, San Diego, CA
Air Station, Alameda, CA

Air Station, Brunswick, ME

Air Station, Jacksonville, FL

Air Station, Miramar, San Diego, CA

Air Station, LeMoore, CA

Air Statlon, Mayport, FL

Aviation Depot, North Island, San Diego, CA
Aviation Depot, Alameda, CA

Aviation Depot Operations Center, Patuxent River, MD
Air Test Center, Patuxent River, MD

Air Engineering Center, Lakehurst, NJ

Air Development Center, Warminster, PA

Space and Naval Warfare Systems Command, Washington, DC

Naval
Naval
Naval
Naval
Naval
Naval
Naval

Space Command, Dahlgren, VA

Electronic Systems Engineering Center, Charleston, SC
Electronic Systems Engineering Center, Portsmouth, VA
Electronic Systems Engineering Center, San Diego, CA
Electronic Systems Engineering Center, Vallejo, CA
Electronic Systems Support Center, St. Inigoes, MD
Weapons Center, China Lake, CA

Naval Weapons Center, Earle, Colts Neck, NJ

Naval Explosive Ordnance Disposal Technology Center, Indian
Head, MD

Naval M1551on Test Center, U.S. Pacific Fleet, Point Mugu, CA

Program Executive Officer for the Cruise M1s511e and the
Unmanned Aerial Vehicle Joint Project, Washington, DC

Naval Facilities Englneerlng Conmmand

Naval
Naval

Facilities Englneerlng Command, Alexandrla, VA
Facilities Engineering Command, Atlantic Division,

Norfolk, VA

Naval

Facilities Engineering Command, Southern Division,

Charleston, SC
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APPENDIX J. ACTIVITIES VISITED OR CONTACTED (cont’d)

Miscellaneous
Naval Military Personnel Command, Washington, DC
Navy Automated Data Processing Selection Office, Dahlgren, VA
Naval District of Washington, Washington, DC
National Naval Medical Center, Bethesda, MD
Naval Security Group Command, Washlngton, DC
Naval Computers and Telecommunlcatlons Command, Washington, DC
United States Naval Academy, Annapolis, MD
Office of the Chief of Naval Research, Arlington, VA
Naval Research Laboratory, Washington, DC
Navy International Programs Office, Washington, DC
Naval Supply Systems Command, Washlngton, DC
Naval Reglonal Contractlng Center, Washlngton, DC
Naval Reglonal Contractlng Center, San Diego, CA
Naval Regional Contracting Center, Philadelphia, PA
Naval Supply Center, Oakland, CA
Naval Supply Center, San Diego, CA
Naval Supply Center, Jacksonville, FL
Naval Station, San Diego, CA
Naval Station, Treasure Island, San Francisco, CA
Naval Publication and Printing Support Office, San Diego, CA
Assistant Naval Ship Systems Command Technical Representative,
Pittsburgh, PA

Department of the Air Force

Air Force District of Washington, 1100th National Capital Region
Support Group, Bolling Air Force Base, Washington, DC

Air Force Logistics Command
Headquarters, Wright-Patterson Air Force Base, OH
Ogden Air Logistics Center, Hill Air Force Base, UT
Oklahoma Clty Air Loglstlcs Center, Tinker Air Force Base, OK
Sacramento Air Loglstlcs Center, McClellan Air Force Base, CA
Warner Robins Air Loglstlcs Center, Robins Air Force Base, GA
2750th Air Base Wing, Wright-Patterson Air Force Base, OH
2762nd Logistics Squadron, Detachment 6, Norton Air Force Base, CA

Air Force Systems Command
Headquarters, Andrews Air Force Base, Washington, DC
Aeronautical Systems D1v151on, Wright-Patterson Air Force Base, OH
Ballistic Missile Organization, Norton Air Force Base, CA
Electronic Systems Division, Hanscom Air Force Base, MA
Space Systems Division, Los Angeles Air Force Base, CA
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APPENDIX J. ACTIVITIES VISITED OR CONTACTED (cont’d)

Military Airlift Command
Headquarters, Mllltary Airlift Command, Scott Air Force Base, IL
Malcolm Grow Medical Center, Andrews Alr Force Base,
Washlngton, DC
60th Mllltary Airlift Wlng, Travis Air Force Base, CA
63rd Mllltary Airlift Wlng, Norton Air Force Base, CA
438th Mllltary Airlift Wing, McGuire Air Force Base, NJ
619th Military Airlift Support Squadron, Hickam Air Force Base,

HI

Pacific Air Force, 15th Air Base Wing, Hickam Air Force Base,
HI

Strategic Air Command, 22nd Air Refueling Wing, March Air Force
Base, CA

Tactical Air Command
Southwest Air Defense Sector, March Air Force Base, CA
1st Tactical Flghter Wlng, Langley Air Force Base, VA
4th Tactical Fighter Wlng, Seymour-Johnson Air Force Base, NC
9th Air Force, Shaw Air Force Base, SC
363rd Tactical Fighter Wlng, Shaw Air Force Base, SC
554th Operatlons Support Wing, Nellis Air Force Base, NV
836th Air Division, Davis-Monthan Air Force Base, AZ

United States Air Forces in Europe
17th Air Force, Sembach Air Base, Germany
20th Tactical Flghter Wing, RAF Upper Heyford, United Kingdom
26th Tactical Reconaissance Wing, Zweibrucken Air Base,

Germany

48th Tactical Fighter Wlng, RAF Lakenheath, United Kingdom
52nd Tactical Fighter Wing, Spangdahlem Alr Base, Germany
66th Comptroller Squadron, Sembach Air Base, Germany
86th Fighter Wing, Ramstein Air Base, Germany

Defense Agencies

Defense Advanced Research Projects Agency, Arlington, VA
Defense Mapping Agency Aerospace Center, St. Louis, MO

Defense Logistics Agency
Defense Logistics Agency, Alexandria, VA
Defense Logistics Agency, Columbus, OH:
Defense Contract Management Area Office, Cleveland, OH
Defense Contract Management Area Office, Pittsburgh, PA
Defense Contract Management Area Office, Baltimore, MD
Defense Contract Management Area Office, Manassas, VA
Defense Contract Management Area Office, Dallas, TX
Defense Contract Management Area Office, San Bruno, CA
Defense Contract Management Area Office, Bridgeport, CT
Defense Contract Management Area Office, Philadelphia, PA
Defense Contract Management Area Office, Boston, MA
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APPENDIX J.

ACTIVITIES VISITED OR CONTACTED (cont’d)

Defense
Defense
Defense
Defense
Defense

Contract Management
Contract Management
Contract Management
Contract Management
Contract Management

Philadelphia, PA

Defense
Defense
Defense
Defense
Defense
Defense
Defense
Defense
Defense
Defense
Defense
Defense
Defense
Defense
Defense
Defense

Contract Management

Contract Management

Contract Management

Plant Representative
Plant Representative
Plant Representative
Plant Representative
Plant Representative
Plant Representative
Plant Representative
Plant Representative
Plant Representative
Plant Representative
Plant Representative
Plant Representative
Plant Representative

Area Office, Springfield, NJ
Area Office, New York, NY
Area Office, Orlando, FL
Division, Albugquerque, NM

District

District
District
District
Office,
Office,
Office,
Office,
Office,
Office,
Office,
Office,
Office,
Office,
Office,
Office,
Office,
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Mid-Atlantic,

Northeast, Boston, MA
South, Marietta, GA
Southwest, Dallas,
Nutley, NJ
Valley Forge,
Sunnyvale, CA
Burbank, CA
st. Louis, MO
Bethpage, NY
Syosset, NY
Laurel, MD
Lynn, MA
Orlando, FL
Minneapolis, MN
Stratford, CT
Great Neck, NY

TX

PA



APPENDIX K. REPORT DISTRIBUTION
Office of the Secretary of Defense

Comptroller of the Department of Defense

Department of the Army

Assistant Secretary of the Army (Financial Management)

Department of the Navy

Assistant Secretary of the Navy (Financial Management)

Department of the Air Force

Assistant Secretary of the Air Force (Financial
Management and Comptroller)

Defense Agencies

Director, Defense Finance and Accounting Service
Director, Defense Logistics Agency

Director, Defense Mapping Agency Aerospace Center
Director, Defense Advanced Research Projects Agency

Non-DoD Agencies

Office of Management and Budget
U.S. General Accounting Office, NSIAD Technical
Information Center

Congressional Committees

Senate Subcommittee on Defense, Committee on
Appropriations

Senate Committee on Armed Services

Senate Committee on Governmental Affairs

Ranking Minority Member, Senate Committee on Armed
Services

House Committee on Appropriations

House Subcommittee on Defense, Committee on
Appropriations

Ranking Minority Member, House Committee on
Appropriations

House Committee on Armed Services

House Committee on Government Operations

House Subcommittee on Legislation

House Subcommittee on Legislation and National
Security, Committee on Government Operations
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MANAGEMENT COMMENTS: OFFICE OF THE COMPTROLLER, DEPARTMENT OF

DEFENSE

{Management Systems)

OFFICE OF THE COMPTROLLER OF THE DEPARTMENT OF DEFENSE

WASHINGTON, DC 20301-1100

— DEC 3 oo

MEMORANDUM FOR ASSISTANT INSPECTOR GENERAL FOR AUDITING, ODODIG

SUBJECT: Draft Audit Report on the Merged ("M") Accounts of the
Department of Defense (Project No. 1FE~3001)

In response to your memorandum dated November 15, 1991, this
office has reviewed the subject draft report.

With some exceptions, this office generally agrees with many
of the findings and recommendations of the report.

The draft report states that some restorations were for
obligations not recorded within the period October 1, 1990,
through December S, 1990. The implication in the report is that
restorations for amounts recorded outside that period are
inappropriate. Based on discussions with the OAGC(F&IG), this
office disagrees with such an interpretation. Accordingly,
recommend that all references to a requirement for restorations
to be recorded during the period October 1, 1990, through
December 5, 1990, be deleted from the report.

Amounts indicated in the draft report as having been
restored reflect preliminary amounts in some instances. Some of
these preliminary amounts were subsequently changed. As such,
recommend that the final report be modified to reflect the amount
of restorations that were actually made.

Additional, and more detailed, comments on the findings and
the recommendations contained in the report, as well as revised
amounts to be included in Appendix G of the report, are contained
in the attachment.

Inquiries regarding the attached comments may be directed to
the Director for Accounting Policy, Mr. Nelson Toye, at (703)
695-7000 or to Ms. Susan Williams (703) 697-0536.

7’

N
- -K1vin Tueker—
Deputy Comptroller
(Management Systems)

Attachment

107



MANAGEMENT COMMENTS: OFFICE OF THE COMPTROLLER, DEPARTMENT OF

DEFENSE (cont'd)

DOD IG DRAFT AUDIT REPORT, (PROJECT NO. 1FE-3001)

*REPORTS ON THE MERGED ("M") ACCOUNTS
OF THE DEPARTMENT OF DEFENSE”

COMMENTS ON THE FINDINGS IN THE REPORT

GENERAL COMMENTS

Lack of Detail Data in the Report. In a number of instances,
the report does not contain detail data required to explain the
findings, therefore, we cannot agree or disagree with many of
the dollar amounts contained in the report.

Reconciliation Efforts Hampered by Short Time Frame., The volume
of records to be reviewed in a very short and legislatively
mandated time frame precluded desired reconciliation efforts
prior to making many adjustments. The DoD Components should be
continuously reconciling "M" account balances to reflect correct
obligation amounts, and deobligating invalid amounts.

Treatment of Amounts Not Recorded During the Period Between
October 1, 1990, through December 5, 1990. 1In a number of
instances, the draft report states, or implies, that
restorations should be limited to obligations reccorded during
the period October 1, 1990, through December 5, 19%0. Based on
discussions with the OAGC(F&IG), this office disagrees with such
an interpretation. Accordingly, recommend that all references,
or implications, in the report regarding a requirement that
restorations should have been recorded during the period October
1, 1990, through December 5, 1990, be deleted. Specifically,
the following changes are recommended:

® Page ii, Executive Summary, Bullet 2, line 2. Change
the words “"between October 1 and December 5, 1990," to read
"prior to December 6, 1990."

e Page ii, Executive Summary, Bullet 2, line 13. Delete
the words "incurred before October 1990."

® Page ii, Executive Summary, Potential Benefits of Audit,

line 5. Change the words "between October 1 and December 5,
1990," to read "prior to December 6, 1990."

® Page 2, line 7 and 8. Change the words "between
October 1 and December 5, 1990," to read "prior to December 6,
1990."

® Page 26, Restorations Paraqraph, line 6-8. Delete the
comma, insert a period after the word "uniustified,” and delete
the rest of the sentence.
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MANAGEMENT COMMENTS: OFFICE OF THE COMPTROLLER, DEPARTMENT

DEFENSE (cont'd)

® page 27, line 5. Change the words "occurred between
October 1 and December 5, 1990" to read "occurred prior to
December 6, 19%0."

® page 28, line 18. Change the words “incurred before
October 1" to read "incurred prior to December 6, 1990."

® pPage 28, line 19, second chart. Delete the entire
chart.

® page 31, paraqraph 2, Air Porce Request, sentences one
and two. Delete these sentences in their entirety.

® pPage 33, DoD Comptroller's Justification, line 7 and 8.
Delete the words "...or the dates that obligations were
incurred."

¢ Ppage 33, DoD Comptroller's Justification, lines 9.
Insert a period after "use® and delete the rest of the sentence.
5

SPECIPIC COMMENTS

page i, Executive Summary, Bullet 1, second sentence. As
currently written, this sentence could be interpreted to allege
that the Air Force deliberately "adjusted" its records to
consciously understate recorded obligations. No evidence to
support such an allegation is included in the report. If the
intent is to allege that the Air Force deliberately "adjusted"
its records, than applicable evidence to support such a
statement should be provided. 1If, as this office believes, the
statement is intended to merely indicate that the Air Force
records were inaccurate, recommend that the sentence be reworded
along the following lines: "Air Force departmental records
understated recorded obligations by $649.1 million.”

Page ii, Executive Summary, Bullet 2, line 11. <Change "Sl.4
billion" to read "$1.7 billion." The latter figure reflects an
additional $249 million in actual restorations to the Air Force.
(An itemization of accounts and amounts restored is at Tab A.)

Page ii, Executive Summary, Bullet 2, line 13 and 14. Delete
the words "or after December 1990." There is no evidence
included in the report to support the statement that obligations
were recorded after December 1990. Additionally, discussions
with the DoDIG staff have not provided any such evidence.

Page iii, Executive Summary, Summary of Recommendations,

line 10. Insert the words "the Military Departments to

perform" after the word “"require...." 1In our response to the
DoDIG Survey Report No. APO 91-013, "Survey Report on the Review
of Processing of Violations of the Antideficiency Act," this
office stated that the Military Departments should be
responsibie for administering and processing potential or
apparent antideficiency violation reports. (See Tab B for a
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MANAGEMENT COMMENTS: OFFICE OF THE COMPTROLLER, DEPARTMENT OF
DEFENSE (cont'd)

copy of our response.) Making this change will ensure that the
recommendation is consistent with our response to the above
cited audit.

Page iii, Executive Summary, Summary of Recommendations, last
line. Add the words "identified in this audit report by the IG,
DoD." following the word "adjustments."” This office fully
agrees that all improper accounting adjustments within the
Department should be corrected, but believes that the
recommendation should be limited to those areas addressed in
this report.

Page 2, line 12. Change *$l.4 billion" to read “$1.7 billion."
The latter figure reflects an additional $249 million in
restorations to the Air Porce. (An itemization of the
applicable accounts and amounts restored is at Tab A.)

Page 22, Air Porce ropriation ragr . The draft report
indicates that the Air Force Reserve appropriation was not
reviewed. Yet, the report states that the Reserve Personnel,
Air Force appropriation was overdisbursed by $1.17 million as of
November 30, 1990, and the problem had not been resolved and
uncollected receivables caused the June 30, 1991, accounting
data to show a negative balance of §1.6 million. These
statements regarding the perceived problems in the Air Force
Reserve personnel appropriation would appear to be
inappropriate, or at leasa premature, if, as stated, the
appropriation was not reviewed. Recommend that these statements
be excluded from the draft report.

Page 23, first full paragraph, line 2. Add the word "to" after
"FY 1987."

Page 27, line 18, (chart). Change Defense Agencies restorations
to read "$56,900,000" and, in line 19 (totals), change the total
restorations to read "$2,869,960,000."

Page 28, first chart, line 8. Change the Army restorations to
read "$484,546,000." This change is based on the total that was

requested from Treasury to be restored for the Army--see Tab C.

Page 28, first chart, line 10. Change the Air Force
restorations to read "$1,299,616,000."

Page 28, first chart, line 12. Change the total restorations in
line 12 to read "$2,449,752,000." (A revised Appendix G

itemizing Air Force accounts and amounts is at Tab D.)

Page 28, line 14. Change "only $95 million" to read "$572
F million." Delete the next sentence.

Page 28, line 16. Change “$l.4 billion" to read "§l1.7
billion." This change encompasses an additional amount of
restorations that the Air Force requested in October 1991.
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DEFENSE (cont'd)

Page 28, line 18. Delete the words "or after December 5,
1990." There is no evidence included in the report to support
the statement that obligations were incurred after December 5,
1990. Additionally, discussions with the DoDIG staff have not
provided any such evidence.

Page 29, line 2. Change "September 20, 1991" to read
"October 25, 1991."

Page 30, Army, line 2. The basis for the stated amount of
“$95 million" is unclear. If it is the difference between
Army's original request for restorations and the amounts
restored, it should be $68 million.

Page 30, Army, line 4 and 5. This office believes that the $43
million in unrecorded obligations represents valid obligations.
As a valid obligation incurred prior to December 5, 1990, such
amounts were eligible to be funded from restorations.

Page 30, paragraph 1, Navy, sentence 3. Delete this sentence.
This office has no information to indicate that a separate
account will be established for extended shipbuilding authority
nor does the report offer any supporting evidence.

Page 30, Paragraph 1, Navy, sentence 7. Amounts restored for

the Shipbuilding and Conversion, Navy (SCN) account were based
on amounts previously cancelled, but by law still available for
obligation. Thus, this office believes that whether amounts
were obligated or unobligated, were not, and should not have
been, a primary consideration.

Page 33, Installation Adjustments, line 1. Change "$652
million" to read "$901 million." This reflects the total amount
that the Air Force received in restorations via the warrant
process ($652 million) and an adjustment on the FMS Form 2108
($249 million). (See an itemized list at Tab A.)

Page 33, DoD Comptroller's justification, lines 9-11. As
indicated earlier, recommend that a period be inserted after the
word "use" on line 9, and that the remainder of the sentence be
deleted., If this is not done, then recommend that the words "by
not funding valid obligations" be added at the end of the
sentence on line 11.

Page 36 and 37, Potential Monetary Benefits paragraph.

Potential monetary benefits claimed as a result of implementing
audit-recommended adjustments appear to be transitory. Most of
the transactions are accounting entries involving expired
accounts. While these adjustments may improve the accuracy of
accounting records, they should not be expected to make funds
available for better uses. It is not clear how the $527 million
or the $1.12 billion in monetary benefits was computed.
Consequently, this office is unable to confirm these amounts.
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DEFENSE (cont'd)

P oessscor arwias

Additionally, these amounts may need to be recomputed because of
the change in the restorations requested by the Army and the
additional restorations provided to the Air Force.

Page 38, Recommendation 1d, line 1. Delete the words
"“Director, Defense Finance and Accounting Service" and insert

the words "Military Departments." In our response to the DoDIG
Survey Report No. APO 91-015, "Survey Report on the Review of
Processing of Violations of the Antideficiency Act," this office
stated that the Military Departments should be responsible for
administering and processing potential or apparent
antideficiency violation reports. (See Tab B for a copy of our
response,) Making this change will ensure that the
recommendation is consistent with our response to the above
cited audit.

Pageg38 and 39, Recommendations 2, 2a, 2b, and 3. In order to
reduce confusion regarding the office of primary responsibility
for the recommendations, suggest that:

® Recommendation 2 and recommendation 2a be combined and
renumbered as le.

® Recommendation 2b be renumbered as 1lf and the words
"Establish controls over DoD restorations to" be added
immediately prior to the word “"Withhold."

® Recommendation 3. be renumbered as lg. Also, recommend
deletion of the period after "Command” and insertion of the
words "that the IG, DoD has identified in this audit report."
We agree with the intent of the recommendation, but cannot
ensure compliance with the recommendation as written.

Page 97, Appendix G, Summary of DoD Restorations by
Appropriation, September 20, 1991 (Army}. Change the
restoration amount in column 1 (Service restoration request) to
read "$425,302,000" for the O&M appropriation, 21M2020. Change
the total amount reqguested to be restored to Army accounts to
read "$484,546,000." This change is based on the amount of
restorations requested from Treasury on September 20, 1991. A
copy of the request is at Tab C. ,

Page 98, Appendix G, Summary of DoD Restorations by
Appropriation, September 20, 1991 (Air Porce). <Change dates,
amounts requested, and amounts restored to agree with those
amounts shown in the attachment at Tab D. Also change the name
of the Military Construction account for Reserve personnel and
the appropriation number for the Air National Guard O&M account
as indicated.

Page 105, Appendix I, Summary of Potential Monetary and Other
Benefits Resulting from the Audit, Recommendation Reference 2.
It is unclear as to how the benefit of $1,126,280,000 was

computed. Consequently, this office is unable to confirm this
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amount. Additionally, this amount may need to be recomputed
because of the change in the restorations requested by the Army
and the additional restorations provided to the Air Force.
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MANAGEMENT COMMENTS: OFFICE OF THE COMPTROLLER, DEPARTMENT OF
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RECOMMENDATION

RECOMMENDATION la. [That the Comptroller of the
Department of Defense] Direct a review of remaining unliquidated
merged accounts scheduled for cancellation at the end of each
fiscal year and deobligate accounts with unsupported or invalid
balances.

DoD COMPTROLLER RESPONSE. Concur.

RECOMMENDATION lb. [That the Comptroller of the
Department of Defense] Direct DoD Agencies to resolve all
negative balances canceled by law at the end of each fiscal
year. Unreconciled accounts should be treated as receivables
until it is determined whether the overdisbursements are posting
errors, undistributed transactions, or actual overdisbursements

with refunds due from vendors.
-

DoD COMPTROLLER RESPONSE. Concur.

RECOMMENDATION lc. [That the Comptroller of the
Department of Defense] Require the Director, Defense Finance and
Accounting Service to place increased emphasis on account
accuracy in order to reduce DoD's undistributed disbursements.

DoD COMPTROLLER RESPONSE. Partially concur. Improving
the accuracy of data in the Department's financial systems
requires increased attention by various communities throughout
the Department--including those outside the Department's
financial community. The Department is working toward automated
systems which are expected to eliminate the need for reentering
various data, and thereby reduce the chances of errors.
However, until many of these automated solutions are available,
the Department must expect that errors will continue to occur.
In the meantime, this office will request that the Defense
Finance and Accounting Service place additional emphasis on the
accuracy of data contained in the Department's financial
systems.

RECOMMENDATION 1d. [That the Comptroller of the
Department of Defense] Instruct the Director, Defense Finance
and Accounting Service to conduct formal investigations of all
potential violations of the Antideficiency Act.

DoD COMPTROLLER RESPONSE. Partially concur. As indicated
previously, in response to DoDIG Survey Report No. APO 91-015,
“Survey Report on the Review of Processing of Violations of the
Antideficiency Act," this office believes that the
responsibility for administering and processing potential or
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MANAGEMENT COMMENTS: OFFICE OF THE COMPTROLLER, DEPARTMENT OF
DEFENSE (cont'd)

apparent antideficiency violations rests with the DoD
Components. (A copy of our response is attached at Tab B.)
This office will request that each of the applicable DoD
Components perform a review regarding the specific instances
addressed in this report and report the results of their review
to the DoD Comptroller {through the Defense Finance and
Accounting Service).

RECOMMENDATION 2a. [That the Comptroller of the
Department of Defense] Establish controls over DoD restorations
to withhold or otherwise restrict the use of all restorations
pending full justification and approval of unrecorded
obligations.

DoD COMPTROLLER RESPONSE. Partially concur. This Office
has already imposed various restrictions on the use of restored
amounts which the DoDIG believes may not have been recorded.
These restrictions will be reviewed to determine if additional
restrictions are required.

RECOMMENDATION 2b. [That the Comptroller of the
Department of Defense] Withhold restorations for overdisbursed
accounts until the accounts are balanced or a formal
antideficiency investigation is completed.

. o
DoD COMPTROLLER RESPONSE. Partially concur. This Office
does not believe that restorations can, or should, be withheld.
However, this Office, can, and will, require that payments from
overdisbursed accounts be charged to current accounts.

RECOMMENDATION 3. (That the Comptroller of the Department
of Defense] Require the Director, Defense Finance and Accounting
Service to correct the Air Force's departmental accounting
records, exclude unsupported adjustments to obligations, and
reverse all improper obligation adjustments by the Air Force
Systems Command.

DoD COMPTROLLER RESPONSE. Partially concur. The
Comptroller of the Department of the Defense will direct the
Defense Finance and Accounting Service and the Air Force to work
together to correct the Air Force's departmental accounting
records, exclude unsupported adjustments to obligations, and
reverse improper obligation adjustments by the Air Force Systems
Command that the IG, DoD has identified in this report.
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MANAGEMENT COMMENTS: OFFICE OF THE COMPTROLL
DEFENSE (cont'd) ER, DEPARTMENT OF

OFFICE OF THE COMPTROLLER OF THE DEPARTMENT OF DEFENSE

WASHINGTON, DC 20301-1100

GCi 23 23
(Management Systems)

MEMORANDUM FOR ASSISTANT INSPECTOR GENERAL FOR AUDIT POLICY AND
OVERSIGET, INSPECTOR GENERAL, DEPARTMENT OF
DEFENSE

SUBJECT: Survey Report on the Review of Processing of Violations
of the Antideficiency Act (Report Number 91-015)

This is the Comptroller, Department of Defense response to
the subject DoDIG survey report. We note that the comments this
office provided on the draft report have been included in the
final report, We also acknowledge the changes made to the report
since the March 28, 1991, draft version.

Except for the additional comments provided in the attach-~
ment, our position remains unchanged. As indicated previously,
we believe that the responsibility for administering and
processing potential or apparent antideficiency violation reports
belongs with the DoD Components, not with personnel in the Office
of the Secretary of Defense or the Defense Pinance and Accounting
Service,

We appreciate the 6ppo:tunity to comment on the final
report. Our point of contact is Ms. Susan Williams, extension

70538.
42;2:E§fi:kez
Deputy Comptroller
{Management Systems)
Attachment

cc: Assistant Secretary of the Army (FM)
Assistant Secretary of the Navy (FM)
Asgistant Secretary of the Air Force (FM§C)
Directors of Defense Agencies
Director, Washington Headquarters Services
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DODIG SURVEY REPORT - DATED JULY 31, 1991
REPORT NO. APO 91-015

“SURVEY REPORT ON THE REVIEW OF PROCESSION S
OF VIOLATIONS OF THEE ANTIDEFICIENCY ACT"

DEPARTMENT OF DEFENSE COMMENTS

RECOMMENDATION

RECOMMENDATION 1: That the Comptroller, Department of
Defense:

1. Establish a cadre within the Office of the Comptroller,
DoD, responsible for administering and processing all
potential/apparent Antideficiency Act Violations, Title 31
U.$.C., reported by all DoD Components and:

a., Assign a case control number on all potential/
apparent Antideficiency Act Violations as they are reported by
any DoD Component via flash report, formal report, investigative
or audit report, hotline calls or any other source within or
outside the DoD.

b. Monitor and administer all cases until closed, If
found to be invalid, close the case and include a summary of the
justification and other pertinent data such as location, con-
tacts, etec. If found to be valid, report it to the President
and the Congress as required under Title 31 U.S.C.

¢. Enter into a Memorandum of Understanding with the
General Counsel, DoD, concerning the sharing of responsibilities
for the administration, control and reporting of potential/
apparent Antideficiency Act Violations.

DoD Response: Partially concur.

The Comptroller, DoD continues to oppose the creation of an
0SD staff element to monitor Antideficiency Act matters., That
responsibility has rested, and should continue to rest, with the
applicable DoD Components. As indicated in the Comptroller, DoD
response to the draft report, responsibility for processing
final violation reports was transferred from the Office of the
Deputy Comptroller (Management Systems) to the Defense Finance
— and Accounting Service. Prior to the transfer, the Office of
the Deputy Comptroller (Management Systems) maintained a log to
record and track reported violations. The Defense Finance and
Accounting Service is expected to do the same.

With respect to the recommendation to monitor reported
Antideficiency Act violations, such a requirement is planned to
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be emphasized to the DoD Components and the Defense Finance and
Accounting Service, as applicable. This requirement is planned
to be incorporated into the next revigion to DoD Directive
7200.1, "Administrative Control of Appropriations.”

In regards to the recommendation to enter into a Memorandum
of Understanding with the General Counsel, DoD, concerning the
sharing of.responsibilities for the administration, control and
reporting of potential/apparent Antideficiency Act Violations,
this recommendation appears unnecessary. No specific difficulcy
between the Office of the Deputy Comptroller (Management
Systems) and the General Counsel, DoD appeared to exist.
Further, unlike the Office of the Deputy Comptroller (Management
Systems), the Defense Finance and Accounting Service, which is
now responsible for processing reported violations, has its own
General Counsel staff to review applicable issues prior to
forwarding reported violations to the Comptroller, DoD.

RECOMMENDATION 2: Revise DoD Directive 7200.1, “Administra-
tive Control of Appropriations," dated July 27, 1987, to
include:

a. Clarification of reporting requirements relative to
reporting potential/apparent Antideficiency Act viclations of
Title 31 U.S.C.

b. Provision for all DoD Components to revise their
individual instructions/regulations as necessary to conform to
the changes made.

c. Assessment of a mandatory penalty (e.g., forfeiture of
pay for a designated period) if responsible oversight or
management personnel do not report a violation that they were
aware had occurred.

d. Administration of penalties in a consistent and appro-
priate manner relative to the severity of the viclation.

DoD Response:s Partially concur. DoD Directive 7200.1 is
planned to be revised to require Components to assign case
control numbers to potential/suspected Antideficiency Act
violations and monitor each case until closed. <Consequently,
DoD Components will be required to revise internal instructions
and procedures, as applicable, to be consistent with the revised
Directive. The anticipated completion date for the issuance of
a proposed revision to the Directive is March 31, 1992.

Recommendations 2.¢ and 2.d, were revised in the final report as
follows:

2. c. Develop penalty guidelines (i.e., an appropriate
range of penalties that would include, for example, forfeiture
of pay for a designated period) to be imposed when responsible
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oversight or management personnel do not timely report a
violation that they were aware had occurred.

2. d. Use these guidelines to assure that penalties are
imposed and administered in a consistent and appropriate manner
relative to the severity of the violation.

DoD Responge: The Office of the Deputy Comptroller
(Management Systems) plans to issue a memorandum to the
Components requiring a review of internal policies regarding the
imposition of penalties on persons found to be responsible for
violations. The anticipated completion date for issuance of a
memorandum is February 29, 1992. However, specific comments on,
or suggestions regarding, the types and degrees of punishments
to be imposed are matters that should be addressed only by the
Office of General Counsel.

RECOMMENDATION 3. Pending revision of the DoD Directive
7200.1, inform the DoD community by memorandum that penalties
should be aggressively applied commensurate with the severity of
the violations, and possibly cite examples of some of the
penalties that should be imposed. Include in the memorandum
some of the common problem areas {(e.g., minor/major construc-
tion, inappropriate fund use, exceeding regulatory limits,
exceeding allowance, poor implementation of fund control and
command influence) that have been the reasons for the violations
reported during the past 3 years.

DoD Response: As indicated in response to the revised
recommendations 2.c and 2.4 above, the Office of the Deputy
Comptroller (Management Systems) plans to address this issue in
a memorandum to the DoD Components. The memorandum will
indicate that penalties should be aggressively applied. The
memorandum also will provide examples of some of the problem
areas. Specific comments on, or suggestions regarding, the
types and degrees of punishments to be imposed are matters that
should be addressed only by the Office of General Counsel.
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COMPTROLLER OF THE DEPARTMENT OF DEFENSE

WASHINGTON DC 20301-1100

SEP 20 1991

MEMORANDUM FOR ASSISTANT SECRETARY OF THE ARMY (FINANCIAL
MANAGEMENT)

SUBJECT: Reguested Restoration of Amounts from Merged Surplus

The transition provisions of Public Law 101-510 permitted
the restoration of amounts, from merged surplus, required for
obligational adjustments made during the period of October 1,
1990 through December 5, 1990,

On August 30, 1991, representatives from our staffs met to
discuss the merits of using DD Form 1176, "Report on Budget
Execution," balances as a baseline for determining amounts to be
restored rather than amounts previously reported by the Army.
Our staffs also met on September 4, 1991, to review additional
clarification information.

As a result of these meetings, I have asked the Treasury
Department to issue a Warrant for §$41S5.7 million (copy attached).

Attached for your information is a summary of amounts
initially reguested, and those approved for restoration.
Transactions requiring the use of amounts restored from merged
surplus shall be fully documented, and applicable documentation
must be kept on hand for subsequent review and audit. Where the
attachment identifies specific amounts were not approved, the
Army should initiate action to deobligate the applicable amounts
from the account indicated and reestablish the obligation in a
current appropriation, if appropriate.

Approval of the restoration of amounts shown on the
attachment does not constitute approval of individual proposed
obligation adjustments. Adjustments for contract changes in
excess of $4 million require the prior approval of the DoD
Comptroller. Adjustments for any purpose in excess of
$25 million require the prior notification of the Congress.

Questions regarding this memorandum may be directed to
Mr. Nelson Toye on 6395-7000 or Mr. Adam Shaw on 697-0536.

Vst 8.

Donald B. Shycoff
Principal Deputy Comptroller

Attachments
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DISPOSITION OF AMOUNTS REQUESTED TO BE RESTORED
FROM MERGED SURPLUS
AMOUNTS (§)
AMOUNTS
APPROPRIATION AMOUNTS NOT
SYMBOL AMOUNTS REQUESTED * APPROVED APPROVED
21M2010 $ 3,000 $ 3,000
21M2020 154,100 154,100 1/
207,000 207,000 2/
7,041 4,241 s 2,800 3/
17,000 17,000 &/
14,284 14,284 5/
14,642 14,642 §/
6,404 6,404
4,831 4,831
21M2031 -0~
2.M2032 -0~
2.M2033 14,851 14,851 2/
21M2040 5,234 5,234 8/
21M2050 9,500 9,500 2/
4,596 4,596
2.M2065 -0~
21M2070 -0-
2.Mm2080 -0-
2.M2085 -0~
2.M2086 -0~
2.M2087 -0~
1M0702 22,063 3,900 1/
18,163 2/
Total Requested $484,546 $415,735 $68,811
* Amounts correspond with Army listing provided in May 1991.
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1/ Available only for foreign national severance payments. This
amount is to be transferred to a new foreign national severance
pay account, expected to be established in FY 1992.

2/ Available only for the payment of variances between budgeted
and actual foreign currency exchange rates consistent with
existing DoD policies and congressional authorization.

Obligations and disbursements against these amounts must be
documented and an audit trail must be separately maintained and be
readily available for review.

3/ Missing and rejected cross-disbursing vouchers are not a valid
basis for restoration. Restorations must be supported with
documented obligations.

4/ The Army staff indicated that funds requested for the banking
program are no longer required.

5/ Upward adjustments in anticipation of "M" year open allotment
disbursements is not & valid reason for restorations. Obligations
must nhave been recorded and documented.

§/ Restatement of obligations previously adjusted in prior years
is not a valid basis for requesting restoration. Obligations must
have been recorded and documented.

7/ The Army staff has advised that there no longer is a need for
these funds.

8/ Recording obligations in anticipation of "M" year liability is
not a valid basis for requesting restoration.
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